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ABSTRACT 
 
The creation and survival of SMEs largely continues to depend upon access to 
financing. When a financial crisis in the USA becomes a global economic crisis, 
SMEs and entrepreneurs all over the world suffer what can be called a double shock; 
a drop in demand for goods and services and a further tightening in credit terms. It 
becomes important therefore, to have a strategy on how to tackle the difficulties 
created by the crisis. Governments are trying to respond by helping to support sales 
and prevent bankruptcy of SMEs; by increasing access to liquidity, and by helping 
SMEs to maintain their investment level.  Adequate responses of small businesses 
to the global financial crisis will determine how they will be impacted by the global 
financial crisis. 
Many research studies have shown how businesses behave in times of economic 
abundance. Although over ten economic recessions occurred during the past 
century, research on the response of businesses to financial challenges remains low. 
For this reason, the aim of this research was to demonstrate the response of small 
business owners and managers to the global financial crisis. To achieve this 
objective, the researcher used an integrated study method, as follows: 
 
 A systematic literature review of the importance of small businesses in the 
economy and the implications of the global financial crises in the world and 
the South African economies. 
 An empirical survey was conducted on small businesses in the Nelson 
Mandela Bay area in order to demonstrate their response to the global 
financial crisis. 
The results of the literature review and the empirical survey allowed the research to 
come to the conclusion that during times of financial challenges, small businesses 
decrease the number of people employed (only employ the people needed), 
increase efficiency through management, and reduce costs through efficient 
operations.  
 This study contributes to the literature on small business responsive behaviour 
during times of economic crisis. As a result, this study presents recommendations 
and suggestions to assist owners and/or managers to respond appropriately to times 
of financial contraction. 
 
Key Terms: Global economic crisis, Small business, Entrepreneurs  
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CHAPTER 1 
 INTRODUCTION AND BACKROUND OF THE STUDY 
 
1.1  INTRODUCTION 
 
In 2008 the global market was hit by a major financial crisis. This crisis is known to 
have originated first because of lax mortgage lending in the United States (USA) and 
very quickly developed into a global financial, economic and employment crisis. This 
financial meltdown came as the second economic downfall the world had suffered 
after the Great Depression of 1929-1945. It resulted in the collapse of important 
financial institutions, and also involved national governments in bailing out major 
banks and this caused a downtrend in stock markets. Small and medium businesses 
depend heavily on financial institutions to obtain credit. The financial crisis made it 
particularly difficult for SMEs to survive.  Because of their ability to create 
employment and economic wealth, small and medium-sized businesses (SMEs) are 
globally recognised for their importance (Nieman 2006:38). In South Africa, SMEs 
contribute 56% of private sector employment and 36% of the gross domestic product 
(Ntsika, 2002). In Port Elizabeth, available statistics indicate that the small, medium 
and micro enterprise (SMME) sector is playing an important role in the South African 
economy. The financial crisis which has already been felt all over the world will also 
be felt in the Eastern Cape. The inability of banks to lend money to SMMEs is one of 
the major problems faced by the sector. Small businesses, which traditionally rely on 
bank debt (overdrafts and term loans) for their external financing needs, are 
particularly at risk from a collapse in bank lending.  Indeed, the available evidence 
from autumn 2008, suggested that small businesses were finding it increasingly 
difficult to obtain finance; they saw the withdrawal of promised finance; they 
experienced sharp increases in loan interest rates; and were having facility fees 
imposed (Fraser 2012:4). 
This study will attempt to demonstrate the response of small businesses in the 
Nelson Mandela Bay Area to the global financial crisis. 
To start with, a brief overview of the relevant literature associated with the topic will 
be presented. This will be followed by a section that discusses the problem 
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statement as well as the objectives of the study. Finally a brief outline of the research 
design and methodology will be explained. 
 
1.2  LITERATURE OVERVIEW 
 
Over the past ten decades, the world economy has experienced variations 
associated with the current wave of globalization. In 2008 the financial crisis was 
officially announced. The signal event in this phase of the crisis was when Lehman 
Brothers sought bankruptcy protection on 15 September 2008 after it announced 
losses of $3.9bn for the second quarter of that year. In the aftermath of Lehman’s 
collapse, money market interest rates increased rapidly and there was a virtual 
freeze in inter-bank lending due to fears that more banks would be allowed to fail. As 
a consequence, a principal source of funding for loans to businesses and individuals 
was no longer available. This led to unprecedented government intervention 
worldwide to increase liquidity and prevent further collapses of vulnerable banks 
(Fraser 2012:4). 
As expected, this crisis touched giant markets and industries as well as emerging 
markets. Emerging market economies were exposed repeatedly to financial crises 
because of decision of investors to withdraw their investments instantly. In particular, 
they suffered bad experiences with currency changes and collapses, which 
adversely affected the balance sheets of their financial institutions, corporations, and 
households owing to a high degree of liability dollarization, which deepened and 
prolonged the crisis (Nissanke 2009). 
 
The role played by small businesses was then and is now being increasingly 
recognized all over the world. Perceived potential of small businesses to create 
employment has caused governments in many countries to pay more attention to the 
small business sector. 
According to a Sanlam report, over 50% of all liquidations, nationally, have been of 
SMEs. The report says that 85% of all construction liquidation was found with SMEs. 
In South Africa SMEs were at the forefront of the downturn (Bhorat 2009). Amrei 
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Botha, Head of SME Propositions at Standard Bank, indicates: “Global economic 
turmoil hasn’t left the South African economy untouched and as the effects are felt 
locally, many SMEs are battening down the hatches and strategizing smart survival 
strategies.” 
Olawale and Garwe (2010:732) mention that South Africa is officially in economic 
recession for the first time in seventeen years due mainly to the global economic 
meltdown. Consumption and confidence have fallen with a lot of firms showing 
reduced sales. Unemployment is high. All these factors can affect sales, revenues 
and market potential of new SMEs (The Economist, 2009). 
 
This topic has often been dealt with internationally. Rhaman says that the recent 
global financial crisis has imposed increasing financing constraints on SMEs which 
are suffering from the dual shocks of drastic decline in output demand and of credit 
restrictions for small businesses and start up seven in advanced, developed 
economies. As a result of the financial crisis, small businesses have found 
themselves in the eye of the storm. Caught between contracting markets, late 
payments, increasing overheads and a sharp decline in access to finance, many 
viable small businesses have failed. According to the accountancy firm BDO Stoy-
Haywood, in the United Kingdom (UK) an estimated 120 small businesses were 
closing daily at the height of the financial crisis (Federation of Small Business, 2009). 
Liu says that the financial crisis has had two big impacts on SMEs in the People’s 
Republic of China. The consequence of the crisis was a sharply decreasing external 
need for export-oriented SMEs and more severe financial difficulties for all SMEs 
(Liu, 2009). The effects of the global economic crisis on small businesses are many, 
amongst them are the difficulties of finding financing, decreases in sales revenue, 
disruptions in supply chains, and the possibility of deflation (Kunkler 2010). 
Cole (2012: 1) states that data show that bank lending to small firms rose from $308 
billion in June 1994 to a peak of $659 billion in June 2008 but then plummeted to 
only $543 billion in June 2011—a decline of $116 billion or almost 18%. Bank 
lending to all firms rose from $758 billion in 1994 to a peak of $2.14 trillion in June 
2008 and then declined by about 9% to $1.96 trillion as of June 2011. Hence, the 
decline in bank lending was far more severe for small businesses than for larger 
firms during the global financial crisis. 
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The current international crisis has  more severely affected the SME sector when 
compared to large firms because SMEs are generally more vulnerable in times of 
crisis for several reasons; it is harder for them to reduce their activities since they are 
already small; they are individually less diversified in their economic activities; they 
have a weaker financial structure (e.g. lower capitalization); they have a lower credit 
rating; they are strongly dependent on credit and have fewer financing options 
(Warwick & Augustin, 2009: 15).  
 
1.3 PROBLEM STATEMENT 
 
Small, medium and micro sized enterprises (SMEs) are estimated to represent 90% 
of all businesses in South Africa (Rwigema and Karungu, 1999). This shows the 
importance of SMEs in the South African economy. The recent economic crisis has 
had an impact on SMMEs along with, South Africa’s economic growth. However it is 
important to understand how small businesses responded to the crisis. The purpose 
of this research will therefore be to provide empirical evidence, pertaining to the 
response of small businesses to the global crisis. This will be done by presenting 
data showing the economic situation of the companies concerned under economic 
crisis conditions. Normal conditions can be defined as the period between 2004 and 
2006, the period before economic crisis. In Finland, however, SME surveys reported 
that access to financing was worrying when compared to the normal situation 
(Warwick & Augustin, 2009). Port Elizabeth will be the geographical region to 
conduct the study. The findings of this study should aim at answering the following 
research question: 
 
How did Small businesses respond to the global financial crisis? 
 
1.3.1 The sub problems to this study are: 
 
 What does the literature review say about the contribution of small enterprises 
from a global and from a South African point of view? 
 What are the implications of the global financial crisis? 
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 How did small businesses in Nelson Mandela Bay Area respond to the global 
crisis? 
 
1.3.2 Objective of the study 
 
This treatise aims to achieve the following objectives: 
 
 To conduct a theoretical investigation into the importance of small businesses 
in any economy. 
 To identify the implications of the global financial crisis on operational areas of 
small businesses. 
 To undertake an empirical investigation in order to demonstrate the response 
of small businesses to the global financial crisis. 
  To propose recommendations to help small businesses achieve economic 
growth. 
 
1.4 DEMARCATION OF STUDY 
 
This section will demarcate the study. The scope and delimitation of the research are 
defined.  
 
1.4.1 Type of organisations 
 
This study will focus on private organisations, independently owned. The study level 
will be limited only to owners and managers of business. The reason for choosing 
owners and/or managers is that they are responsible for running the entire business 
activity. 
 
1.4.2 Size or organisations  
 
Small businesses are defined as organisations employing a maximum of 50 
employees with a maximum turnover of R32 million. Medium enterprises are 
organisations employing a maximum of 200 employees with a maximum turnover of 
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R64 million (Government Gazette 2003:3). This study will focus on small businesses 
enterprises. 
 
1.4.3 Geographical location  
 
The geographic location of the study will be confined to small businesses lying within 
the Nelson Mandela Bay area, which incorporates the city of Port Elizabeth and the 
towns of Uitenhage and Despatch. 
 
1.5 DEFINITION OF KEY CONCEPTS  
 
In this section, major key concepts that will often appear during the dissertation are 
explained. 
 
1.5.1 Small Business 
 
The National Small Business Act of 1996 as amended in (2004:4) describes a Small 
Business as follows:  
A separate and distinct business entity, together with its branches or subsidiaries if 
any, including co-operative enterprises and non-governmental organisations, 
managed by one owner or more which, including its branches or subsidiaries, if any, 
is predominantly carried on in any sector or sub sector of the economy. 
According to the Government Gazette (2003: 8) definition of small business can 
change depending on the country. In South Africa, small businesses are defined and 
classified in terms of turnover, gross asset value, and number of employees by 
differentiating between micro very small, small, medium and large-sized enterprises. 
For the purpose of this study, small businesses will be defined as businesses that 
employ a maximum of 50 employees and are independently owned and managed. 
 
1.5.2 Economic recession  
 
According to Kunkler in the Global Economic Crisis Journal (2010:17), by definition 
economic recessions create cut backs in spending by businesses and consumers 
alike. It is also seen as a significant decline in activity across the economy, lasting 
7 
 
longer than a few months. It is visible in industrial production, employment, real 
income and wholesale-retail trade. The technical indicator of a recession is two 
consecutive quarters of negative economic growth as measured by a country's gross 
domestic product (GDP). 
For the purpose of this study, the terms, economic recession and economic crisis, 
will be used interchangeably. 
 
1.5.3 Entrepreneur  
 
According to Mohanty (2005:10) the term ‘Entrepreneur’ is from the French word 
‘Entreprendre’ that means to undertake. The person who undertakes the risk of new 
enterprise is seen as an entrepreneur. Another definition of entrepreneur is given by 
Pinderhuges (2003: 1) who defines it as a person who develops a business idea and 
is animated by a strong desire to concretize this idea and implement change. 
For the purpose of this study, an entrepreneur will be defined as a person who has 
the ability and feels the need to take the risk to establish and conduct a business on 
the basis of an observed business opportunity in the market and to make a profit 
from it. 
 
1.5.4 External long-term finance  
 
Bates and Hally (1982:25) define it as financing that comes from investors (this 
overlaps with equity and implies an extension of ownerships), financial institutions 
via long-term debt, risk-capital institutions and government. 
 
1.5.5 Government assistance 
 
According to Bates and Hally (1982:25) Government assistance comes in many 
forms, from tax relief, to grants and loans, and special arrangements for assisted 
areas. 
   
1.6 RESEARCH DESIGN AND METHODOLOGY 
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 Research methodology and design is where a set of tools and techniques will be 
used in a research process to reach the objectives of a study. The main purpose of 
methodology is that suitable techniques and procedures are selected, designed and 
applied to collect data and produce reliable knowledge (Ethridge, 2004:140). 
 
1.6.1 Population and Sample 
 
Sample size can be determined either by using statistical techniques or by rule of 
thumb (Zhang 2009:19). Han and Liu (2007:34) citing Sekaran maintain that a 
sample size larger than 30 and smaller than 500 is appropriate for most research. 
The computerised database of the Port Elizabeth Regional Chamber of Commerce 
and Industry will be used to obtain the names and addresses of a cross spectrum of 
small business in the Port Elizabeth area. According to the general definition in the 
Government Gazette (2003:8) of small businesses, this study will select 
organisations employing a maximum of 50 employees with a maximum turnover of 
R32 million. 
Based on this, a quota sampling will be used in order to obtain a minimum of 30 
respondents and a maximum of 80 respondents. Respondents will be contacted via 
e-mails and will be asked to answer the questionnaire electronically. 
 
1.6.2 Measuring instrument  
 
A detailed literature search will be conducted in order to demonstrate the impact of 
the financial crisis around the world and in South Africa. International and national 
data searches are to be carried out by the Library of the Nelson Mandela 
Metropolitan University. Data will also be obtained by looking at teamwork and small- 
business literature. 
 
The second part of this study is empirically orientated and will use a quantitative 
survey of the aspects of the impact of the global financial crisis on small businesses 
in the Nelson Mandela Bay area. The reason for choosing a quantitative research 
method is that the cost is lower, the data collection is faster and since the data set is 
smaller, it is possible to obtain homogeneity and to improve the accuracy and the 
quantity of the data (Burribean & Butter 2005:45).  The researcher will develop a 
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comprehensive structured questionnaire for this research project that will be 
administered via the use of electronic mail to small business owners and/or 
managers, in the Nelson Mandela Bay area and it will contain a link directing them to 
an online questionnaire. The decision to make use of e-mail combined with an online 
questionnaire was to gain the advantage of speed because the questionnaire can be 
delivered to all recipients within a few seconds. E-mail is also convenient as both the 
researcher and the respondent can benefit from the ease of using electronic aids to 
send, complete, reply and record the results of the questionnaire. Throughout this 
questionnaire, the researcher aims at identifying factors that triggered change in the 
normal functioning of small businesses. Owners will be asked questions regarding 
the availability of credit, the shrinking of revenue and the disruption in supply chains. 
The objective of this measuring instrument is also to show how small businesses 
responded to the crisis. A total of 200 questionnaires will be issued via e-mail. 
 
1.6.3 Analysis of data 
 
The findings of the empirical study will be analysed and interpreted with the 
assistance of the Nelson Mandela Metropolitan University Unit for Statistical 
Consultation through the use of the statistic software such as ‘Statistica’. 
 
1.7 CONTRIBUTION OF THE STUDY 
 
This section shows the contribution of the research study within the context of 
previous research in this domain of study. 
 
According to Eybers (2010:30), citing Megginson et al. (2003:4) in the South African 
context, SMEs have become an important target for policy makers because of the 
role that these businesses can play in creating new jobs, promoting the economic 
development of local communities, and providing opportunities for aspiring 
entrepreneurs. The South African government is also increasingly involved in efforts 
to support and encourage SMEs (Nieman 2006:12).  
This study endeavours to contribute to the body of knowledge on small- and 
medium-sized businesses in South Africa by identifying the most significant factors 
that can influence their economic survival. 
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The achievement of the research objective, namely, determining the response of 
small businesses to the global financial crisis in the Nelson Mandela Bay area will 
bring an additional contribution to previous studies on the same topic. This is to be 
achieved by means of multifactor analysis, as well as by building on the findings of 
previous research. 
Furthermore, this research could contribute to future studies on the impact of 
financial meltdowns on small businesses. It could also help the relevant authorities 
better to support and prepare small business to face economic challenges. 
Additionally it has the potential to help business owners to learn from past mistakes 
and to adapt in times of financial crisis. 
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CHAPTER 2 
THE NATURE, IMPORTANCE AND CHALLENGES OF SMALL BUSINESSES 
 
2.1 INTRODUCTION 
 
The previous chapter discussed the background to, and the methods used in the 
study. It also presented the main research problem and sub problems. 
Throughout the following chapter, the different characteristics of SMEs are 
researched and identified. This chapter explains the nature of SMEs around the 
world and their significance in the South African economy. It addresses the first sub 
problem: 
 What does the literature review say about the contribution of small 
enterprises from a global and from a South African point of view? 
 
The objective of this chapter is to conduct a theoretical investigation into the 
importance of a small business in any economy with particular attention to its 
importance in the South African economy. 
 
According to Down (2010:3), Enterprise is becoming more and more an important 
part of people’s experience of life and work. Many students will find themselves, one 
way or another, having to create their own jobs after graduation. Even within large 
organisations, employees are increasingly being asked to work in entrepreneurial 
ways. Governments, corporations, even churches and universities all recognise the 
importance of entrepreneurship or small business.  
Mahembe (2011:14) citing Bartel and Martin (1990), states that a major reason why 
entrepreneurship has been receiving increased attention from both scholars and the 
public press is the growing recognition of the substantial economic and social 
contributions which entrepreneurship brings. The economic contributions include 
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economic growth, maintaining a favourable balance of payments, and balance of 
trade and employment creation. Socially, entrepreneurship results in poverty 
eradication and improved standards of living. SMEs are, therefore, an essential for 
improving the standards of living in a society and the stability of a country. 
Hudson (2007:2) reports that small businesses play a vital role in any economy, as 
they provide employment and competition, a few even grow into businesses of scale 
and sophistication. Importantly, in the South African context, they help to reduce an 
overconcentration of economic power. 
According to Maas and Herrington (2006) new SMEs are seen as a significant 
component of the solution to South Africa’s development issues. The creation and 
sustainability of new SMEs are vital to the economic prosperity of South 
Africa. Without the creation of new SMEs, South Africa risks economic stagnation. 
 
However, despite the noted contributions of new SMEs, their failure rate in South 
Africa is one of the highest in the world. About 75% of new SMEs in South Africa do 
not become established firms (Olawale & Garwe 2010:730). 
Berger and Udell ( 2001) and Reynolds and Lancaster (2006) state that a high 
percentage of small organizations fail in the first five years of trading, often as a 
result of over-trading and financial strain. Access to finance has therefore been 
revealed in a number of studies as one of the biggest constraint on SME 
development. 
 
In this chapter, the researcher will investigate enterprises and small business by 
focusing firstly on a definition of small business, secondly showing its importance in 
the economic system and thirdly by revealing the challenges encountered in the 
development of small business. 
 
2.2 NATURE OF SMALL BUSINESS 
 
This section will provide a general definition of small businesses as well as the 
characteristics of this type of businesses. 
 
2.2.1 Definition of small business 
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In this chapter small or medium enterprises are mainly referred to as small business. 
The terms small business (SME) and small, medium and micro enterprises (SMME) 
will be used interchangeably. 
The SME sector and the informal sector are acknowledged internationally, however 
defining them can be a challenging task as every country has its own definition. 
In Australia, small firms are defined as having fewer than 20 employees, except 
small manufacturers which have up to 99. In Canada, a small service firm has up to 
49 employees, while a small manufacturer may have up to 499. In Japan, a firm with 
up to 250 employees is deemed to be small. In the United States, a small business 
may have up to 500 employees (Dana 2006:3).  
In 1996 the European Union defined an SME as having fewer than 500 employees. 
In April 1996, the European commission adopted the following definition: 
 SMEs are independent firms with fewer than 250 employees and have either 
an annual turnover not exceeding the European Currency Unit (ECU) 40 
million, or a balance sheet total not exceeding ECU 27 million.  
 The smaller enterprise has fewer than 50 employees and has either an annual 
turnover not exceeding ECU 7 million or an annual balance sheet total not 
exceeding ECU 5 million and conforms to the criterion of independence.  
 Independent enterprises are those which are not owned as 25% or more of 
the capital or the voting rights of any one enterprise, or jointly by several 
enterprises, fall outside the definition of an SME or a small enterprise, 
whichever may apply (Dana 2006:4). 
 
In the South African context, the official definition given to the small business  is the 
one given in the National Small Business Act of 1996 as amended in 2004, which 
describes a small business as follows: 
‘A separate and distinct business entity, together with its branches or subsidiaries, if 
any, including co-operative enterprises and non-governmental organisations, 
managed by one owner or more which, including its branches or subsidiaries, if any, 
is predominantly carried on in any sector or sub sector of the economy’ (Government 
Gazette 2004:2). 
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Table 2.1: Schedule of size standards for the definition of SMEs in South Africa 
 
Type of firm Employees  Turnover Balance Sheet 
Small 1-49 Maximum R13m Maximum R5m 
Medium 51-200 Maximum R51m Maximum R19m 
Source: Government Gazette of the Republic of South Africa (2003) 
 
Table 2.1 shows the size of SMEs, the number of employees, the turnover and the 
balance sheet as defined by the Government Gazette of the Republic of South Africa 
(2003). 
 
It is possible to identify small businesses by utilising quantitative and qualitative 
criteria (Bosch, Tait & Venter 2006:647; Du Toit, Erasmus & Strydom 2007:49). 
Quantitative criteria are those variables that can be measured, such as annual sales 
volume, the number of employees and the value of a business or a business’s 
assets. Qualitative criteria are those variables that are more difficult to measure, 
such as the nature of the business activities and the organisational structure. Small 
businesses normally adopt a less complex form of business ownership, such as a 
sole proprietorship or close corporation (Bosch et al. 2006:647). Table 2.2 below 
highlights certain quantitative criteria used to identify and categorise small and 
medium-sized businesses in South Africa.  
 
Table 2.2: Quantitative criteria used for qualifying small and medium-sized 
businesses in South Africa 
 
Sector or Subsector in 
accordance with the 
standard industrial 
classification 
Size/Class Total full-time 
equivalent of 
paid 
employees: 
Less than: 
Total 
turnover  
Less 
than: 
Total gross 
assets value 
(excl.fixed 
property) 
Less than: 
Agriculture  Small 
medium 
50 
100 
R 3m 
R 5m 
R 3m 
R 5m 
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Manufacturing Small 
medium 
50 
200 
R 13m 
R 51m 
R 5m 
R 19m 
Mining and  
Quarrying  
Small 
medium 
50 
200 
R 10m 
R 39m 
R 6m  
R 23m 
Electricity Gas and 
Water 
Small 
medium 
50 
200 
R 13m 
R 51m 
R 5m 
R 19m 
Construction Small 
medium 
50 
200 
R 6m 
R 26m 
R 1m 
R 5m 
Retail, Motor industry 
and Repair services 
Small 
medium 
50 
200 
R 19m 
R 39m 
R 3m 
R 6m 
Wholesale trade, 
commercial agents, 
and allied services 
Small 
medium 
50 
200 
R 32m 
R 64m 
R 5m 
R 10m 
Finance and business 
services. 
Small 
medium 
50 
200 
R 13m 
R 26m 
R 3m 
R 5m 
Source: Government Gazette (2003:8) 
 
Table 2.2 summarises the different sectors in the South African economy and shows 
the turnover by business size. The wholesale trade, commercial agents, and allied 
services sector is shown to be the largest, with small and medium size enterprises 
counting for R32m and R64m total turnover respectively. 
 
The focus of this study is on small and medium enterprises. For the purpose of this 
study, the researcher will only highlight the quantitative aspects, the number of 
employees, and also qualitative criteria in defining the small business. 
Small businesses will be defined as businesses that employ a maximum of 50 
employees and are independently owned and managed.  
 
2.2.2 Characteristics of Small Businesses 
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Small businesses are diverse and have different needs. They operate in the formal 
and informal economies. Some are simply survivalist whereas others are run by 
people with an entrepreneurial flair. Some are start-ups; some are growing rapidly; 
others are experienced and highly sophisticated. They operate in different markets, 
local, national and global (UCS 2001). 
McCartan-Quinn and Carson (2003: 202) mention that small businesses have 
numerous characteristics that identify them from big firms. Under the economic 
definition, a firm is regarded as small if it meets the following three characteristics: 
(1) it has a relatively small share of their market place;  
(2) it is managed by owners, or part owners, in a personalised way and not through 
the medium of a formalised management structure;  
(3) it is independent in that it is not part of a larger enterprise (UCS 2001). 
Du Toit, Erasmus and Strydom (2007:49) note that the channels of communication 
used by small businesses are sometimes short but well-organized; with fewer 
barriers in their structure which enables rapid decision making as can be the case in 
larger firms. The small business also has the ability to provide a more personalised 
service to its clients as they are very close to the business. 
The following table summarises the main qualitative indicators that may be used to 
characterise SMEs and large companies: 
Table 2.3: Application for Qualitative indicators 
 
Category SMEs Large Companies 
Management Proprietor entrepreneurship 
Function-linked personality 
Manager entrepreneurship  
Division of labour by subject 
matter 
Personnel Lack of University graduates 
All round knowledge 
Dominance of university 
graduates Specialisation 
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Organisation 
Sales 
Buyer’s 
relationships 
Production 
Research 
Development 
Highly personalised contacts 
Competitive position not declined 
and uncertain Unstable Labour 
intensive Following the market, 
intuitive approach 
Highly formalised 
communication Strong 
competitive position Based on 
long term contracts Capital 
intensive, economies of scale 
Institutionalised  
Finance Role of family funds, self-financing Diversified ownership 
structure, access to 
anonymous capital market. 
Source: Du toit et al (2007:49) 
Table 2.3 shows qualitative differences between SMEs and large companies. The 
finance and personnel categories are vital to a company’s survival. In this table 
SMEs show a lack of skilled workers and a weak financing system. 
Mbonyane (2006:12) citing Keasey and Watson (1993), provides evidence that one 
of the major characteristics of small businesses is that the owners have a large stake 
in the business and a relatively undiversified wealth portfolio. As a result, any 
business risks are likely to be translated into personal risks for the owner. Moreover, 
the small business management team often lacks experience and expertise, and 
these businesses frequently have to depend on a few individuals, often without the 
support of a formal management or career structure. 
 
2.3 IMPORTANCE OF SMALL BUSINESSES  
 
Nieman (2006:38) recognises that as a result of their ability to create employment 
and economic wealth, small and medium-sized businesses (SMEs) are globally 
acknowledged for their importance. 
The following figure illustrates the contribution of SMEs to GDP and employment 
around the world. 
Figure 2.1 Employment contribution 
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Source: Dalberg using data from Ayyagari, Beck and Demirguc-Kent, World Bank 
2011. 
 
Figure 2.1 shows that in low-income countries, the SME sector makes a critical 
contribution to employment. The share of SME contribution to employment in low-
income countries is up to 78%. 
 
Murphy (1996:5) underlines on a bullet format the reasons why a demand-led 
economy has small businesses: 
 They help to diversify a nation’s economic base and provide it with the 
opportunity of responding to a variety of market conditions; 
 They help to create jobs and ‘mop up’ unemployment; 
 They provide an element of local control and can respond to local needs; 
 The presence of small businesses in an economy is an expression of its 
competitive policies – they stand for anti-monopoly; 
 They contribute to a nation’s gross domestic product; 
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 They encourage higher levels of productivity by extracting more output per 
unit capital; 
 They are an avenue for self-development and individual achievement and an 
expression of entrepreneurialism. 
Small and medium-sized businesses are vitally important to the South African 
economy. The impact that SMEs have on the South African economy is most evident 
in two areas, namely, their contribution to gross domestic product (GDP) and their 
contribution to employment. According to Eybers (2010:18), citing Gwanya (2007), 
SMEs contributed 32.7% to the South African GDP and 44% of the private-sector 
employment in South Africa in 2007. These contributions are significant, and the 
importance of these businesses cannot be underestimated.  See below a table 
representing the size and class of each sector’s contribution to the GDP. 
 
Table 2.4: Percentage contribution of SMME’s to the GDP in the industrial 
sector 
 Micro Small Medium Large Total 
Agriculture  4.13 8.67 43.71 43.49 100.00 
Mining 1.01 1.74 2.55 94.70 100.00 
Manufacturing 5.27 7.37 21.02 66.34 100.00 
Electricity 0.00 0.00 0.00 0.00 100.00 
Construction 3.14 35.6 12.20 49.06 100.00 
Trade 2.27 23.41 17.12 57.21 100.00 
Transport  7.07 18.50 20.30 54.13 100.00 
Business & 
Other 
services 
14.90 12.90 2.90 69.30 100.00 
Average: all 
Sectors  
5.82 13.90 15.05 65.23 100.00 
Source: Annual review (2000) as cited in Figg (2002:26) 
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In this table, the South African review (2000) as noted by Figg (2002:26) shows, that 
in addition to contributing to the South African GDP, small businesses also contribute 
in terms of employment.  
Chilipunde (2010:11), citing Siddiqi (2005), affirmed that small businesses are 
efficient tools of job creation and are in general more labour intensive and are hence 
perceived to have a high labour-absorptive capacity. From the economic point of 
view, it is believed that increasing the contribution of small businesses to 
employment and economic development could lead to the following mains goals:  
 Increasing the rate of creation of new small businesses with growth potential 
and increased contribution to investment, employment and income 
generation;  
 Increasing the rate of economic ownership;  
 Increasing the rate of development of micro enterprises into small business 
categories; 
 Increasing the performance of existing small businesses with a view to 
increasing their competitiveness;   
 Decreasing the undesirable mortality rate of small businesses.  
SMEs create job opportunities for unskilled and untrained workers, as well as using 
large portions of the labour force located in remote and rural areas, where large 
enterprises are not warranted (Kroon 1998:30). 
According to Bosch, Tait and Venter (2006:649) small businesses are also important 
for the following reasons:  
 Small business enterprises often require employees with limited or no skills or 
training. Due to the nature of the small business, employees work closely with 
their employer and learn the necessary skills on the job.  
 Due to their close proximity to the market and the close relationships they can 
develop with customers, small businesses can adapt more rapidly than larger 
businesses to changing tastes and trends.  
 Outsourcing by large businesses to small businesses often lends flexibility to 
the production processes, and small businesses also play a vital role in 
technical and other innovations (Bosch et al 2011:649).  
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Small enterprises often experience better labour relations than large enterprises as 
the relationships between the employer and employees are more informal and 
personal. It is therefore clear that the employment and job creation of the SME 
sector is valuable to the socio-economic development of rural areas, as well as 
ensuring that a healthy equilibrium of growth in both urban and rural areas is 
maintained (Kroon 1998:30). 
Eybers (2010:38), citing Kroon (1998:31-32), supports that SMEs have more 
autonomy and initiative to recognise and achieve their goals and become the 
innovators of new products, designs and methods, than their larger counterparts. 
They serve their own interests, are motivated, and do their utmost to improve by 
continuously adding to the development of new consumer goods and forging paths 
to new fields of development. Many of these innovations are developed of necessity 
owing to a lack of capital, manpower and equipment. 
According to Murphy (1996:5), SMEs create opportunities for social inequalities to be 
redressed by serving as an expression of meritocracy and opportunity. This means 
that individuals are generally appointed on the basis of demonstrated talent and 
ability, instead of wealth, family ties, class privilege, friends, seniority, popularity or 
other determinants of social position and political power. 
SMEs play an important socio-economic role by contributing to the development of 
communities. They are able to provide an extensive variety and high standard of 
personal service and products specifically for the communities in which they operate, 
whereas their larger counterparts may have difficulty fragmenting to suit the needs, 
tastes and preferences of these consumers (Du Toit et al. 2007:50; Kroon 1998:33; 
Megginson et al. 2003:12). SMEs are also keen to give back to the community, as 
the owners of SMEs are in the position to serve on the boards of local governments, 
welfare, culture and social institutions (Kroon 1998:33). As a result of their ability to 
take action in response to local needs, SMEs provide an element of local control 
(Murphy 1996:5). 
 
2.4 CHALLENGES FACING SMALL BUSINESSES  
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The Underhill Corporate Solutions (UCS) states that despite their significant 
importance and SME contribution to economic growth, SMEs across the whole world 
and in SA in particular, are still faced with numerous challenges that inhibit 
entrepreneurial growth. Apart from SME funding and access to finance, the Global 
Entrepreneurship Monitor (GEM) Reports (2001-2010) noted that South African 
SMEs also suffer from poor management skills, which is a result of lack of adequate 
training and education. This results in high rates of business failure (SA has one of 
the lowest SMEs survival rates in the world) (National Credit Regulator 2011:7). 
Eybers (2010:21) mentions that one of the challenges for small businesses is to 
provide government with a great deal of administrative paperwork to comply with 
regulations. Small business owners/managers are uninformed about these 
regulations and/or are unable to complete this paperwork correctly. 
Lin, Vassar and Clark (2011:26) comment that technological changes are regarded 
as significant challenges to small business management. Lin, Vassar and Clark 
(2011:26), citing Cyret and Mowery (1987), described technological change as the 
process by which inputs (labour and material resources) are converted into goods 
and services and enable the production of completely new goods and services. A 
major factor in adopting technological innovation is the adjustment of organizational 
culture to the new environment. 
The UCS (National Credit Regulator 2011:63) uses the table below to show the 
financing gap experienced by SMEs. It shows that only formal SMEs have access to 
banks, capital markets or other suppliers of finance. Informal SMEs are excluded 
completely from the formal financial market. 
 
Table 2.5: Financing gap in terms of SME numbers 
Description Number of SMEs 
FinScore 
Survey (2010) 
Stat SA LFS(2007) Label 
Total SMEs 5979510 2432000 A 
Registered SMEs (Formal):17.3% 1034455 420736 B 
Average applying for loan: 84.4% 873080 355101 C 
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Aver loan application successful rate 
(Formal):33.2% 
343439 139684 D 
Those who receive funds after successful 
application: 27.3% 
93759 38134 E 
 
Financing Gap (C-E) 779321 316967 F 
 
Total informal: 41.8% 2334439 1016576 G 
Less: informal served (15.3%) 357169 155536 H 
 
Total Financially excluded (G-H) 1977270 861040 I 
 
Total Financing Gap (Formal and Informal): 
F+I 
2756591 1178007 J 
Source: National Credit Regulator (Author’s Calculations) 
Based on the above table, SA has between 2,4 to 6 million SMEs. Around 20% of 
these SMEs are registered with the Companies and Intellectual Property 
Commission (CIPC) and have a bank account. Of the formal SMEs, fewer than 
100,000 (27.3%) successfully apply and receive funds from the formal financial 
sector. Almost half of the SMEs are not registered hence are operating informally. 
Owing to their informality, most (84.7%) of them are financially excluded. That is, 
they do not have access to the formal financial markets. Thus, the total financing gap 
(both formal and informal SMEs) is estimated at around 45-48% of all SMEs in South 
Africa. 
The Dalberg report (2011: 10) affirms that small firms are disproportionately 
handicapped by a lack of finance, but they receive a stronger boost in growth than 
large firms if financing is provided.  
The following figure shows the impact of growth limiting factors across firms of 
different sizes.  
 
Figure 2.2 Impact of growth limiting factors across firms and different sizes 
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Source: Beck, Thorsten, Aslı Demirgüç-Kunt, and Vojislav Maksimovic. 2005.   
Figure 2.2 shows that financial obstacles affect small firms more than large firms. 
This figure shows that financing obstacles in small firms have almost twice the effect 
as obstacles in larger firms. 
Eybers (2010:39) citing Kroon (1998:35) states that “when credit limitations are 
enforced during periods of recession, the credit of SMEs is often the first to be 
restricted”. Financial institutions will more than likely restrict risky and poorly 
capitalised SMEs first, as well as raising the interest rates payable by these 
businesses, because of the high risk involved. A business that suffers from a lack of 
capital has a diminished chance of survival, particularly during recessions.
Smit et al. (2007) define a business environment as “all those factors or variables, 
both inside and outside the organization that may influence the continued and 
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successful existence of the organization”. Changes in the business environment 
have either a negative or positive effect on the growth or failure of SMEs in much of 
Africa (World Bank, 2006). This business environment can be divided into the 
internal and external environment. Cant and Ligthelm (2002: 2) summarise these 
different challenges in the internal/micro environment and external/macro 
environment: 
 
 External environment 
o Macro environment: state of the economy, compliance with legislation, 
unavailability of resources due to natural disasters, AIDS, crime 
o Market environment: industry complexity, new competitors offering 
similar products at lower prices, loss of major clients, low demand for 
products/services, limited market size, poor growth prospects, major 
changes in industry, drop in the demand for a major product line. 
 Internal environment 
o Management skills: inexperience in the field of business or industry, 
lack of managerial training, inability or unwillingness to make the 
entrepreneurial transition, inability to control growth, generalist but not 
specialist and vice versa. 
o Human resources issues: inability to attract and retain suitable staff, 
losing key employees, low productivity, low morale, and labour 
problems, failure to adjust organisational structure, human resources 
training and development. 
o Productions/operations: lack of quality control systems, lack of capacity 
planning or problems, developing products/services, product line 
changes, problems with resource suppliers. 
o Finance: inadequate capital, lack of credit, inadequate estimates of 
capital requirements, failure to do financial planning/budgeting, 
inadequate financial controls, difficulty in obtaining supplier credit, lack 
of inventory control. 
o Marketing issues: poor location, business is inaccessible to customers, 
ineffective marketing, inability to identify target markets, failure to 
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conduct market research, misreading the market, poor 
products/services. 
 
2.5 CONCLUSION 
 
The main purpose of this chapter has been to observe the nature and importance of 
small and medium-sized businesses in the global economy, in general, and in the 
South African economy in particular. For the purpose of this study, SMEs were 
defined as businesses that are independently owned and managed and employ a 
maximum of 50 employees. 
The aim of this study is to identify the response of small businesses to the global 
financial crisis. This chapter has pointed out the advantages and the opportunities 
that small businesses can create in a local economy. Additionally, it has shown the 
challenges faced by these businesses and the risks that entrepreneurs take when 
starting a business.  
When a global economic recession arose in 2007-2008, most businesses, markets, 
and individuals felt a contraction in their normal budget. The next chapter will discuss 
the economic crisis, from a global point of view as well as from a South African point 
of view. 
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CHAPTER 3: 
THE ECONOMIC CRISIS; IMPLICATIONS FROM A GLOBAL POINT OF VIEW. 
SOUTH AFRICA AND THE FINANCIAL CRISIS; IMPACT ON SOUTH AFRICAN 
SMALL BUSINESSES 
 
3.1 INTRODUCTION 
 
In the previous chapter, the researcher discussed the nature, importance as well as 
the challenges faced by small and medium enterprises. This chapter allowed a better 
understanding of entrepreneurship and its implications. 
 
The following chapter will examine the economic crisis, its history and its implications 
on a global as well as on the local platform. This chapter addresses the second sub-
problem: 
 What are the implications of the global financial crisis? 
 
The objective of this chapter is, to conduct a theoretical investigation into the impact 
of the global financial meltdown on small businesses around the world, in the South 
African context and in the NMB area. 
 
Kunkler (2010: 2) says that the current financial crisis is not the first crisis to have 
centred on the mortgage market. Over twenty years ago, the Savings and Loan crisis 
also focused on entities that lent money to households to purchase homes. The 
outfall from the Savings and Loan crisis sets the groundwork for the current global 
financial crisis. The current crisis has roots dating back over seven decades with the 
Great Depression of the 1930s. 
During the 1930s Great Depression, real output and prices declined steeply. 
Between the top and the bottom of the economic cycle, industrial production in the 
United States (USA) fell by 47%, real Gross domestic product (GDP) by 30% and the 
wholesale price index by 33%. The unemployment rate exceeded 20% at its highest 
point (Romer 2003: 1) 
Madubeko (2010: 16) citing Helbling (2009) suggest that in both the Great 
Depression and the current crisis, the American economy was the centre of the 
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financial contraction. However the 2004-08 financial crisis was global whilst the 
1920s credit boom was mainly concentrated in the USA. A financial shock to the 
American economy now has a greater and more immediate effect on global financial 
systems because of higher levels of real and financial integration than during the 
interwar period.     
 
Bhatia (2011:4) defines a financial crisis as a situation in which the value of financial 
institutions or assets drops rapidly. A financial crisis is often associated with a panic 
or a run on the banks, in which investors sell off assets or withdraw money from 
saving accounts with the belief that the value of those assets will drop if they remain 
at the financial institution. A financial crisis can come as a result of institutions or 
assets being overvalued, and can be exacerbated by investor behaviour. A rapid 
string of sell-offs can further result in lower asset prices or more savings withdrawals. 
If left unchecked, the crisis can cause the economy to go into a recession or 
depression. 
Roubini and Mihm (2010:15) agree that in the history of modern capitalism, crises 
are the norm, not the exception. They state that all crises are different, the 
particulars can change from disaster to disaster and crises can trace their origins to 
different problems in different sectors of the economy. Sometimes a crisis originates 
in the excesses of overleveraged households. At other times, financial firms or 
corporations or even governments are to blame. Moreover, the collateral damage 
that crises cause varies greatly; much depends on the scale and appropriateness of 
government intervention.  
According to Lybeck (2011: 1), every five years, the economies of the developed 
world experience a recession of varying intensity. In popular terms, a recession is 
defined as two consecutive quarters with falling gross domestic product (GDP). 
Roubini and Mihm (2010: 1) state that on September 7 2006, Roubini, a professor of 
economics at the New York University, addressed a sceptical audience at the 
international Monetary Fund in Washington, D.C. Roubini forcefully sounded a 
warning that struck many in the audience as absurd. The nation’s economy, Roubini 
predicted, would soon suffer a once-in-a-lifetime housing bust, a brutal oil shock, 
sharply declining consumer confidence, and inevitably a deep recession. 
  
3.2. The Economic crisis  
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Kunkler (2010: 17) states that economic slowdowns and recessions occur for a 
variety of reasons. It is sometimes due to the central bank that raises interest rates 
to counteract inflation. At other times, the rate of economic growth slows due to a 
natural disaster or disruption in the flow of goods and services. The economic 
recession that began in the US in December 2007 was triggered by a global financial 
crisis. 
 
3.2.1 The causes of the global financial crisis in the U.S. 
 
The causes of financial crises are as complex as many of the crises themselves and 
the human beings responsible for them. This section briefly explains some of the 
causes amongst many. 
Thomas and Woods (2009: 12) explain that from 1998 to 2006, home prices in the 
USA, appreciated dramatically. In some markets, prices for most residences became 
extremely high. This rise in prices encouraged more home building, and the resulting 
surplus of houses finally began to put downward pressure on prices. Housing prices 
started to fall beginning in the third quarter of 2006. Until that time, people having 
trouble making their mortgage payments or for the sake of refinancing them had 
been able to sell their homes, confident that they had appreciated. These options 
were disappearing for borrowers experiencing difficulties. Unable to service their 
debt, firms collapsed and bankruptcies emerged. 
 
Roubini and Mihm (2010:44), citing Mill argue that just as the feedback mechanism 
works to drive prices up, it operates to send prices down. Falling prices invariably 
break cause a crash. They fall as much below the usual level, just as during the 
previous period of speculation they had risen above. The crash spills over from the 
financial sector to the rest of the economy, destroying businesses, driving up 
unemployment, and contributing to a “condition of more or less impoverishment”. 
 
According to Thomas and Woods (2009: 13), at the centre of the collapse were the 
Federal National Mortgage Association and the Federal Home Mortgage 
Corporation. These are institutions created by U.S. government.  There are better 
known as Fannie Mae and Freddie Mac. Their role was to buy loans from banks on 
what is called the secondary market. In other words, after banks offer a home loan to 
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a consumer, it can sell that loan to Fannie or Freddie. From that moment on, the loan 
is no longer on the books of the originating bank and Fannie or Freddie becomes 
responsible for it, both receiving the stream of monthly payments it represents and 
bearing the risk associated with the possibility that the homeowner could default. 
 
Roubini and Mihm (2010: 48), explaining John Maynard Keynes’s theory, state that 
for Keynes a solution to the economic crisis was simple; government would step into 
the breach and create demand, reversing the downward spiral. This intervention 
became a belief in the post-war years, as governments around the world adopted 
Keynesian prescriptions in order to keep economic slumps from deepening. 
An intervention that had originally been proposed as an emergency measure to 
prevent a full-blown depression became instead a means of keeping a nation’s 
economy on a tranquillity level.  
Habraken (2009: 13) says the main question that should be asked is; how were 
banks and insurance companies able to take on so much risk? The answer is a 
combination of moral hazard and loose monetary policy. Alan Greenspan, the 
Federal Reserve Bank’s Chairman from 1987 until early 2006 and therefore primarily 
responsible for the monetary policy of that period, was not only known for lowering 
the funds rates, he was also famous for ensuring a bailout of the major financial 
institutions from risk and bankruptcy. 
 
According to Lybeck (2011: 115), an extenuating circumstance for those responsible 
in the financial sector is that politicians as well supervisors were pushing banks to 
increase lending, in particular to the less privileged. Thomas and Woods (2009: 16) 
recognise that government agencies of various kinds were pressuring lenders into 
making riskier loans in the name of “racial equality.” Banks began giving loans to 
customers who would not have qualified in the past. 
 
Thomas and Woods (2009:16) state that despite the long-term damage to the 
economy inflicted by the government’s interference in the housing market, the 
government’s policy of diverting capital to other uses created a short-term boom in 
housing. And like all artificially created bubbles, the boom in housing prices would 
not last forever. When housing prices fall, homeowners will experience difficulty as 
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their equity is wiped out. Furthermore, the holders of the mortgage debt will also 
have a loss. 
  
Kunkler (2010: 19) says that in August 2007, the commercial bank division of the 
Countrywide Financial Corporation, called Countrywide Bank, suffered from a bank 
run1. Depositors at Countrywide Bank in California feared that since the biggest U.S. 
mortgage company was in financial trouble that its commercial bank might run out of 
money. Depositors lined up outside the bank seeking to withdraw their money. Table 
3.2.1 illustrates household liabilities in the USA. 
 
Table 3.1 Household liabilities in the USA ($ billion) 
 
 Mortgages Consumer 
Credit 
Other Total 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010:  
3,578 
3,818 
4,157 
4,531 
4,902 
5,379 
6,036 
6,894 
7,835 
8,874 
9,865 
10,539 
10,498 
10,335 
10,150 
1,214 
1,272 
1,1347 
1,446 
1,593 
1,703 
2,000 
2,103 
2,220 
2,321 
2,416 
2,555 
2,594 
2,479 
2,419 
654 
735 
805 
911 
969 
958 
800 
868 
974 
989 
1,163 
1,273 
1,174 
1,255 
1,344 
5,446 
5,825 
6,309 
6,888 
7,464 
8,040 
8,836 
9,865 
11,029 
12,184 
13,444 
14,367 
14,266 
14,069 
13,913 
Source: Board of Governors of the Federal Reserve System, Flow of Funds data. 
 
  
                                                          
1
 When depositors lose confidence in their bank’s security, they can in mass, attempt to withdraw their funds 
all at once. 
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According to Lybeck (2011:125), table 3.2.1 may also be compared with the total 
financial and non-financial wealth (net liabilities) of households of $51,427 billion at 
the end of 2008, according to the Flow of Funds. It shows in 2008 a fall in house 
prices of -20%. The net worth of households has since come back up, but at $53,500 
billion in June 2010, the value still stood lower than peak levels. The value of 
household real estate had peaked at $24,972 billion in 2006 and stood at $18,807 
billion in June 2010, having first fallen by 30% and then increased from its bottom 
value in the first quarter of 2009. 
 
3.2.2 Implications of the financial crisis on a global point of view 
 
This section looks into the impact of the U.S. financial crisis from a global point of 
view. 
 
The rest of the world was also affected by the crisis. Several countries in turn faced a 
housing market bubble. Among them were the United Kingdom, Spain, the 
Netherlands, and Australia. Habraken (2009: 18) says banks in Europe also made 
enormous losses because of speculating with Credit default Swaps2 (CDS). 
Kunkler (2010: 20) supports that in August 2007, BNP Paribas, the largest bank in 
France and one of the largest in Europe, ran into the American mortgage crisis. On 
August 9, BNP Paribas was forced to halt withdrawals from two of its funds because 
it could not fairly value the collateralized debt obligations3 (CDO). 
On 28 August 2007, the regional German savings bank, Landesbank Bank- 
Württemberg, took over the smaller Landesbank Sachsen, which would otherwise 
have gone bankrupt on account of its investment in the US mortgage-related CDOs 
(Lybeck 2011: 30). 
In September 2008, Northern Rock, the United Kingdom’s fifth-largest home lender, 
suffered a bank run. Northern Rock had borrowed money in the short-term global 
financial markets, called money markets, and loaned that money out of the funds of 
UK home buyers. Consequently, Northern Rock had relatively fewer depositors than 
would a traditional commercial bank or an American savings and Loan (Kunkler 
2010: 20)  
                                                          
2
 Type of security where the buyer pays a certain amount at every period to the seller, the counterparty 
3
 Mortgage-backed securities and payment tranches 
33 
 
The credit losses of banks are seen as the primary reason for the problems the 
banking system was facing and the impact on economic activity (European 
commission 2009: 25).  
Howden (2011: 32) states that in the Euro zone, just as the private commercial 
banks and investment banks, public and semi-public banks were engaged in 
business practices that had been making the financial system, as a whole, fragile 
and decisively contributed to the magnitude of the financial crisis. Three such 
business practices can be singled out: 
 Banks were operating with extremely low cash balances, which made 
them vulnerable to bank runs. 
 Banks operated with extremely low equity ratios in an attempt to 
leverage a higher than average return on equity. 
 Banks systematically invested too much money in relatively high-return 
assets. 
 
The European commission (2009: 24) supported that the financial crisis strongly 
affected the EU economy from the autumn of 2008. There were essential three 
transmission channels: 
 Via the connections within the financial systems itself. 
 Via wealth and confidence effects on demand. 
 Via global trade. 
  
Certain countries were affected more than others. Terazi and Senel (2010: 2) 
support the view that the global financial crisis significantly affected the European 
Union, especially new members such as the Czech Republic, Estonia, Latvia, 
Lithuania, Hungary, Poland, Slovenia, Slovakia, Romania and Bulgaria. The 
following table shows the real GDP growth percent per year in the Central and 
Eastern European Union countries, 1995-2009. 
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Table 3.2 Real GDP growth percent per year in the Central and Eastern 
European Union countries, 1995–2009 
 
 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 
Bulgaria … -9.4 -5.6 4.0 2.3 5.4 4.1 4.5 5.0 6.6 6.2 6.3 6.2 6.0 -5.9 
Czech 
Republic 
… 4.0 -0.7 -0.8 1.3 3.6 2.5 1.9 3.6 4.5 6.3 6.8 6.1 2.5 -4.8 
Estonia 2.8 5.7 11.7 6.7 -0.3 10.0 7.5 7.9 7.6 7.2 9.4 10.0 7.2 -3.6 -
13.7 
Latvia  0.5 3.6 8.3 4.8 3.3 6.9 8.0 6.5 7.2 8.7 10.6 12.2 10.0 -4.6 -
18.0 
Lithuania … 5.2 7.5 7.6 -1.1 3.3 6.7 6.9 10.2 7.4 7.8 7.8 9.8 2.8 -
18.1 
Hungary  … 1.0 4.3 5.2 4.2 4.9 4.1 4.4 4.3 4.9 3.5 4.0 1.0 0.6 -6.5 
Poland … 6.2 7.1 5.0 4.5 4.3 1.2 1.4 3.9 5.3 3.6 6.2 6.8 5.0 1.2 
Romania … … … … -1.2 2.4 5.7 5.1 5.2 8.5 4.2 7.9 6.3 6.2 -8.0 
Slovenia 6.8 3.6 4.9 3.6 5.4 4.4 2.8 4.0 2.8 4.3 4.5 5.8 6.8 3.5 -7.4 
Slovakia 7.0 6.9 4.4 4.4 0.0 1.4 3.4 4.8 4.7 5.2 6.5 8.5 10.4 6.4 -5.8 
EU15 … 1.7 2.7 3.0 3.0 3.9 1.9 1.2 1.2 2.3 1.8 3.0 2.6 0.6 -4.1 
Source: Eurostat Statistics 2009. 
 
The (estimated) GDP growth in 2009 is depicted in the last column of Table 3.2.2. 
There are substantial differences in output performance across the 10 countries. The 
three Baltic States stand out with double-digit GDP falls in 2009. The remaining 
Central and Eastern EU countries all exhibit estimated GDP declines ranging from 5 
to 8 percent in 2009. Econometric analyses based on cross-sectional datasets 
suggest that the GDP declines resulting from the global financial crisis were largest 
in countries with highly leveraged financial systems and rapid credit growth prior to 
the crisis (Berkmen, Gelos, Rennhack and Walsh, 2009). 
 
This crisis did not limit itself only to the USA and the Eurozone, it also impacted Asia 
and African countries.  
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3.2.3 The crisis in the Third World and implications for South Africa 
 
Roubini and Mihm (2010: 116) recognized that the crisis was not only confined to 
Europe and Canada, but it severely affected countries on every continent, including 
Brazil, Russia, India, and China. In some cases, this shared affliction was a matter of 
global interdependence: the crisis spread through various channels, infecting 
otherwise healthy sectors of other countries’ economies. 
The Regional Commissions (2010: 6) reported that the global, economic and 
financial crisis was expected to impact the economies of Latin America and the 
Caribbean through five main channels: 
 Financial contagion and external borrowing;  
 Foreign direct investment;  
 External demand;  
 Workers remittances;  
 Changes in relative prices (particularly commodity prices).  
The effects of the crisis spread throughout both the macroeconomic and the 
microeconomic levels. From a social perspective, the global economic and financial 
crisis would be felt more sharply by the most vulnerable social groups. 
 
The most integrated economies in emerging countries, such as Brazil and India, and 
some developing countries with relatively developed financial markets (such as 
Pakistan, Nigeria, Thailand, South Africa, and the Philippines) suffered directly from 
capital flight due to their direct exposure to the international financial system. 
Typically, countries that were the most integrated to the global financial system also 
witnessed the steepest falls in their stock and bond markets, coupled with the 
sudden withdrawal of foreign capital and significant currency depreciation 
(Commission of the European communities 2009: 12). 
Yongding (2010: 9), analysing the impact of the global financial crisis stated that 
China’s fast growth came to a sudden halt in the third quarter of 2008. In the third 
quarter, China’s annualized GDP growth dropped to 9 percent (6.8 percent in the 
fourth quarter) from 13 percent in 2007; the growth of industrial production fell to 8.2 
percent, about half the rate in the same period of the previous year. The growth rates 
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of many important product sectors fell from positive double digit into negative 
indicators. 
 
According to a report of the Regional Commissions (2010:2), the immediate effects 
of the crisis on African economies was a tightening of credit, weakening currencies 
and declining stock markets, especially in some of the major stock exchanges in 
Africa. 
 
Padayachee (2010: 2), quoting Gabriel Palma, a Cambridge economist says that 
unlike almost all other middle-income countries, South Africa had entered the crisis 
with a greater degree of vulnerability, namely, a very large current account deficit, 
high interest rates and high inflation. The country’s GDP growth rate dropped to 1.8 
percent in the last quarter of 2008, then plunged to -6.4 percent in the first quarter of 
2009, and to -3.2 percent in the second quarter. The country fell into a technical 
recession already at the end of the first quarter of 2009. Manufacturing output in the 
first quarter of 2009 declined by 6.8 percent relative to the previous quarter, while 
mining production declined by 12.8 percent over the same period. Similar 
contractions were apparent in the retail and wholesale trade sales, with motor 
vehicles sales (domestic and export) in particular falling sharply. 
 
The labour sector in South Africa was highly affected. Steytler and Powell (2010: 5) 
agreed that although unemployment had never fallen below 20 percent, by early 
2008 it had fallen to 21.9 percent, before rising 2.4 points to 24.3 percent in 2009 
and, with the loss of 171000 jobs, had reached 25.2 percent in the first quarter of 
2010. 
Fakir (2010: 7) stated that unemployment in South Africa was embarrassingly high - 
hovering anywhere between 27–30%. And, the global financial crisis did not make it 
any better – the first three quarters of the economy had already shed close to one 
million jobs. 
The fall in employment during the recession translated to a larger increase in 
discouragement, and hence the broad unemployment rate. The following table 
illustrates the divergence between the narrow and the broad unemployment rate. 
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Table 3.3: Evolution of the narrow and broad unemployment rates in South 
Africa, annual averages 2008 to 2010 
 
 Annual average  
 2008 2009 2010 Difference 2008-2010 
(Percentage points) 
Narrow unemployment rate (%) 
Total 22.9 24.0 24.9 2.0 
Broad unemployment rate (%) 
Total  27.5 30.1 32.7 5.2 
Male  23.5 27.1 29.4 5.9 
Female 32.0 33.4 36.5 4.5 
Youth 51.5 56.2 60.3 8.8 
African/black 32.5 35.5 38.4 5.9 
Primary education or less 28.3 31.2 35.2 6.9 
Western cape 19.7 21.8 23.2 3.5 
Eastern Cape 35.1 38.1 39.7 4.6 
Northern Cape 28.7 32.3 34.1 5.4 
Free State 28.6 32.4 33.5 4.9 
Kwazulu-Natal 26.3 29.5 31.7 5.4 
North West 31.5 34.6 36.4 4.9 
Gauteng  24.2 26.6 30.5 6.3 
Mpumalanga  29.4 32.4 38.0 8.6 
Limpopo 38.1 37.5 39.1 1.0 
GDP growth rate (Yon Y-1) (%) 3.6 -1.7 2.8 - 
Source: Statistics South Africa Quarterly Labour Force Survey, 2008Q1 – 2010Q4, author’s 
calculations for annual averages; Statistics South Africa, Gross Domestic Product, Fourth Quarter 
2010.  
 
As illustrated in Table 3.2.3, the broad unemployment rate for youth was already 
over 50 per cent in 2008 (51.5 per cent) and has since skyrocketed to 60.3 per cent 
in 2010, representing an increase of 8.8 percentage points. In terms of other groups, 
the second largest increase was among individuals with, at most, a primary 
education (6.9 points), while the rate increased by 5.9 points for the African sub-
population. With respect to the gender dimension, the broad unemployment rate was 
considerably higher for women prior to the recession (32.0 versus 23.5 per cent in 
2008), but the rate increased more for males over the following two years (5.9 versus 
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4.5 points). This reflected the sectoral nature of the recession (i.e. larger contractions 
in the manufacturing and other sectors, which were male-dominated) (Verick, 2011: 
7). 
 
3.2.4 Implications for South African small businesses 
 
The impact of the financial crisis and the economic downturn that it entailed was 
substantial. Many companies, SMEs included, suffered negative repercussions such 
as reduced revenue or were even forced to close down. In the post-crisis era SMEs 
in particular faced challenges in relation to accessing finance (D’Imperio 2012: 12).  
Over the past decade, a major change has taken place in the distribution of 
employment across the South African economy. Data from Stats SA shows that firms 
employing fewer than 10 people provided the largest share of employment 
throughout the period surveyed. As the decade progressed, the 10-49 category 
accounted for an increasing share of the total, reaching a high of some 37% in 2007. 
At this point, more or less coincident with the global economic crisis, the share of 
employment in these SMEs fell sharply (Business Environment Specialist 2013: 6) 
The implications of the global economic crisis on small businesses are many, such 
as, difficulties finding financing, decreases in sales and revenue, disruptions in 
supply chain, and the possibility of deflation. This section will highlight some of the 
effects the crisis has had on the difficulties obtaining financing and on the decreases 
in sales and revenue for South African SMEs. 
 
3.2.4.1 Financing  
 
Mahembe (2011: 32), citing the Global Bank Alliance (2011), said that a key obstacle 
to the growth of SMEs globally was the challenge in accessing capital for their 
businesses.  
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The 2007- 2008 financial crisis and subsequent widespread economic downturn 
have had a big impact on the availability of finance to SMEs. Prior to the crisis, 
SMEs in many developing countries had been strongly restricted in accessing the 
capital that they needed to grow and expand. Banks did not provide SMEs with 
adequate capital in many of these countries. In fact, only 20% of African SMEs had a 
line of credit from a financial institution. The financial crisis has further increased the 
financing gap for SMEs in developing countries (D’Imperio 2012: 13). 
The following figure illustrates access to finance as a major constraint to operations. 
Figure 3.1 Access to finance as a major constraint to operations 
 
Source: Dalberg report using World Bank Enterprise Surveys data 
Figure 3.1 shows that the World Bank Enterprise Surveys revealed that, in low-
income countries, on average 43% of businesses with 20 to 99 employees rate 
access to finance or cost of finance as a major constraint to current operations 
(Dalberg, 2011:10). 
According to Fuchs, Lacovone, Jaeggi, Napier, Pearson, Pallegrini and Sanchez 
(2011: 15) in South Africa, firms financed most of their investment projects by 
internal funds although financing through commercial banks is the second the 
second and in most cases, only other option. Between 2007 and 2010, there was a 
substantial drop in the share of investment projects financed through banks for 
SMEs.  
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In South Africa, access to finance for SMEs worsened as a result of the economic 
downturn. There was a sharp decline of the perception of access to finance as 
obstacles for SMEs. In 2007-2010 there was a strong tightening of credit standards 
and decrease in successful loan applications (World Bank, 2011: 3). 
According to Fuchs et al (2011: 16) the percentage of firms applying for loans did not 
change drastically between 2007 and 2010. Therefore, this decrease in the financing 
of investment projects through commercial banks could have been driven mainly by 
the reluctance of commercial banks to lend to SMEs. 
 
3.2.4.2 Decrease in sales and revenue  
 
 During times of economic recession, customers of all kinds cut back on their 
spending just as it was advised to do so.  
Olawale and Garwe (2010:732) said that South Africa was officially in economic 
recession for the first time in seventeen years due mainly to the global economic 
meltdown. Consumption and confidence fell with a lot of firms showing reduced sales 
and a high unemployment. All these factors affected sales, revenues and the market 
potential of new SMEs.  
The crisis is affected firms of all sizes. While large firms made the headlines when 
disclosing layoffs and dramatic declines in sales and earnings, many micro, small 
and medium sized enterprises were also trying to cope with weak demand, tight 
credit and reduced orders from larger companies (Vandenberg 2009: 6). 
The economic slowdown  had a negative impact on business growth, with 40 percent 
of business surveyed for the SBP “SME growth Index 2011” highlighting this as the 
primary barrier to growth and the main reason for low revenue (Morgan 2012:5). 
 
3.3 Conclusion 
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The main purpose of this chapter was to investigate the implications of the financial 
crisis and its impact on the global economy. This chapter showed the origins of the 
crisis going back to the U.S mortgage crisis.  
 Additionally, it researched the implications of such a crisis for small or growing 
economies with particular attention to the South African economy.  
The world is becoming a global village. When a major economic actor such as the 
USA is affected by a crisis, most likely the rest of the world will feel the effects of 
such a crisis. The next chapter will discuss the methodology used to conduct the 
survey. 
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CHAPTER 4: 
RESEARCH METHODOLOGY 
 
4.1 INTRODUCTION 
 
Creswell (2003: 35) says that qualitative research is exploratory and useful when 
important variables are not examined. In contrast, quantitative approaches 
emphasize measurement and analysis of the causal relationship between variables, 
as opposed to process (Denzin and Lincoln 2003). The main objective of this study is 
to look at the response of small businesses to the global economic crisis. In Chapter 
3, the various implications of the global crisis were explored. The researcher pointed 
out the failure of the U.S house market, which constituted one of the triggers of the 
crisis. This section of the study focuses around the third sub-objective namely: 
 
“To undertake an empirical investigation in order to demonstrate the response of 
small businesses to the global financial crisis.” 
 
Chapter 4 will provide an introduction of the research design and methodology 
followed by an empirical study of this research as well as a review of the data 
collection methods and techniques applied in the sampling method and in the 
questionnaire design. This section of the study discusses all the dynamics involved 
in the data collection process. The data obtained from the survey as well as the 
findings will be presented at a later stage. 
 
4.2 RESEARCH STRATEGY  
 
According to Collis & Hussey (2003: 113), “research design is the science (and art) 
of planning procedures for conducting studies so as to get the most valid findings”. 
The most fundamental statement is that research and design’s primary objective is to 
answer questions. This question is defined as the research problem statement. 
According to Cooper & Schindler (1998); “The problem statement contains the need 
for the research project.” It is followed by a more detailed set of objectives. 
These objectives, as specified by Cooper & Schindler are often referred to as Sub 
problems. The problem statement for this study is: 
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How have small businesses responded to the global financial crisis? 
 
Aaker, Kumar and Day (2007:77) maintain that a research design is a detailed plan 
applied to conduct a research in order to meet its objectives. Designing a research 
method includes many interconnected decisions. The most important is the choice of 
the research approach that determines how information will be gathered. Research 
approaches are divided into three general categories, such as, exploratory, 
descriptive and casual. Each approach contains certain tools or methods that are 
most useful with that approach (Kolb 2008:25). 
Van Wyk (2010:8) states that the exploratory research design is most useful and 
appropriate for projects that are addressing a subject about which there are high 
levels of uncertainty and ignorance and when the problem is not very well 
understood. Zikmund (2003:55) associates descriptive research method with the 
description of a characteristic of a population or a phenomenon. The  descriptive 
research method aims to determine the answers to who, what, when, where and how 
questions. Unlike the exploratory research method, descriptive research is based on 
some previous understanding of the nature of the research problem. The main goal 
of causal research is to identify a cause-and-effect relationship among variables. 
(Exploratory and descriptive research normally precede cause-and-effect 
relationship study). In causal research design it is typical to have an expectation of 
the relationship to be explained. The researcher must therefore be knowledgeable 
about the research project. Ideally a manager would like to establish that one factor 
is the means for producing another event (Zikmund 2003:56). 
For the purpose of this study, the descriptive research design will be used. This 
approach is best suited for the nature of this project and can assist the research 
answer the question of how did SMEs respond to the global financial crisis. 
 
4.3 RESEARCH METHOD 
 
In this section of the study, it is imperative for the researcher to establish what type 
research method will be conducted.  Two distinct study method are mostly used, 
namely, the qualitative and quantitative methods. 
 
4.3.1 Qualitative method 
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Mason (1996:49) claimed that the main goals of qualitative method are to uncover 
and discover patterns or theories that help to explain a phenomenon of interest. 
Additionally the determinations of accuracy which involve collecting and verifying the 
information from different sources. The most common forms of qualitative research 
are focus groups and in-depth interviews (Aaker et al 2007:189). 
Qualitative research is not based on strictly defined methods of data collection, on 
the contrary, it is flexible and assumes that the data can be produced in a dynamic, 
changing social and economic environment (Gummesson, 2000:89).  
 
4.3.2 Quantitative method  
 
Quantitative research is defined as ‘research based on traditional scientific methods, 
which generates numerical data and usually seeks to establish causal relationships 
between two or more variables, using statistical methods to test the strength and 
significance of the relationships’ (Encyclopedia.com, 2008). 
Quantitative methods consist of systematic empirical studies which involve 
quantifying through the assistance of Mathematics and Statistics (Bryman and Bell, 
2007). This method entails transforming data into numbers, which in turn are 
empirically tested to see if a relationship can be found in order to draw conclusions 
from the results gained. Simply put, quantitative methods are related to numerical 
interpretations.  
Creswell (1994:58) observed that quantitative research was usually based primarily 
on deductive forms of logic and theories or hypotheses, which are tested in a cause-
effect order. 
For the purpose of this study the researcher will use the quantitative research 
method to determine the response of SMEs to the global financial crisis. Moreover 
quantitative research can allow the researcher to gather data from a large number of 
businesses in Nelson Mandela Bay 
 
4.4 DATA COLLECTION 
 
This study is based on empirical investigation and literature study, which are 
considered as primary and secondary data correspondingly. 
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4.4.1 Secondary data  
 
Secondary data refers to data such as literature, documents and articles that is 
collected by other researchers and institutions (Bryman and Bell, 2007). According to 
Slater and Atuahene-Gima (2004) the most important point to consider before and 
during designing the research is to gather the theoretical background and previously 
performed research results (Ketchen and Bergh, 2004, p.246). 
 
4.4.2 Primary data 
 
Bryman and Bell (2007) supported that primary data was information that the 
researcher gathered on his own, for instance by using interviews, questionnaires and 
tests. 
A survey provides a quick, inexpensive, efficient and accurate means of assessing 
information about a population (Zikmund & Babin 2007:128). 
Based on the objectives of this study, the method that will be used in this research is 
a survey; which is the most appropriate data collection method for this type of 
research. This method is the most convenient, as the study is descriptive. 
 
4.5 Design of Survey Questions 
 
The aim of designing a survey is to assist in collecting data to be analysed in order to 
answer research questions. 
McDaniel and Gates (2006:35), stated that research was the use of a questionnaire 
to gather facts, opinions and attitudes. Hair, Bush and Ortinau (2000:254) stated that 
a questionnaire is a data collection technique in which the respondent read the 
questions and recorded his or her own answers. To gather data for meaningful 
questions to answer research, the questionnaire was designed comprising 3 types of 
survey questions: 
- Section A: General information about respondents 
- Section B: Effects 
- Section C: Response actions 
Section A of the questionnaire aimed to draw the profile of each respondent; and 
operating name, position, information about the number of employees and the 
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industry, and operations of the company. This data helped to show the main 
characteristics of the selected sample as well as to increase the validity of the 
conducted research. 
Section B raised the question of the possible effects of the crisis on SMEs, and 
looked at the periods in which it could have affected them. 
Section C aimed at investigating the response of SMEs to the global crisis. 
Questions regarding hours of work, cutting costs, and business strategy were 
designed in order to determine the response of SMEs during the crisis. 
Other types of questions suggested statements in which respondents were asked to 
clarify their level of satisfaction. 
 
4.5.1 Types of questions  
 
Questions presented in a questionnaire can be divided into two main categories, 
namely open and closed questions (Bell, 2005).  
 
4.5.1.1 Open-ended questions  
 
An open-ended question is a question to which participants formulate their own 
responses. Often, open-ended questions require probing from the interviewer as a 
tool to encourage more thinking and effort from the respondents in order to measure 
their general attitudes and opinions (McDaniel & Gates 2006:264). 
According to Kumar (2005:134) open-ended questions have a number of advantages 
and disadvantages: 
 Open-ended questions provide the respondents with an opportunity to 
express themselves freely, resulting in a greater variety of information. On the 
other hand, these kinds of questions are difficult for respondents to answer 
compared with closed-ended questions 
 Open-ended questions provide in-depth information if used in an interview by 
an experienced interviewer. But analysis of open-ended questions is more 
difficult than that of a close-ended question 
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4.5.1.2 Closed-ended questions 
 
A closed-ended question is a question for which participants choose from a limited 
number of alternatives (Jackson, 2003: 61). The primary advantage of closed-ended 
questions is simply the avoidance of many of the problems associated with the open-
ended questions (Mc Daniel & Gates 2008:297). Because the responses are already 
categorised, they are easy to analyse. According to Kumar (2005:134) some 
disadvantages of closed-ended questions are: 
 The information obtained through closed-ended questions lacks depth and 
variety. 
 The ease of answering a ready-made list of responses may create a tendency 
among some respondents to pick a category without thinking through the 
issue. 
 
For the purpose of this research, closed-ended questions were used. Depending on 
the type of information required, the nature of the questions may differ. The following 
types of closed-ended questions can form part of a research questionnaire: 
 
a) Multiple choice questions  
 
Lesage, Valcke and Sabbe (2005) state that in most cases, multiple choice tests 
consist of single-answer items but also a variety of multiple-answer items does 
occur. According to Mc Daniel and Gates (2008:298) multiple-choice questions ask 
the respondent to give one or more of the alternatives given as a choice of answer 
that correctly expresses his or her opinion or in some instances indicates that all 
alternatives apply 
 
b) Likert-scale  
 
The Likert-scale consists of a series of statements expressing either a favourable or 
unfavourable attitude towards the concept under study (McDaniel & Gates 
2008:264). The scale consists of response patterns such as strongly agree – agree – 
neutral – disagree (Salkind 2010:715). 
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c) Dichotomous questions 
 
As the name implies these are answers which can only fall into one or two 
categories. The usual kind is a yes/no answer or male/female gender. It is usually 
best to treat these variables as a special kind of nominal variable (Greener 2008:56). 
 
4.5.2 Distribution of questionnaires  
 
It was important first adequately to identify small businesses in the Nelson Mandela 
Bay.  
For the technical implementation of the survey an online platform was used, which 
allowed the researcher to get the optimal solution to the issue of quality and price. 
Besides keeping costs low, it provided clear and convenient presentation of results.  
Ultimately, the invitation for participating in the study was sent out to 200 SMEs by 
email on the 31st March 2014.The questionnaire was sent with a cover letter 
explaining the purpose of the study and indicating the 31st May 2014 as the deadline 
to complete the questionnaire online and also that this study was aimed at small 
businesses. 
The online questionnaire was created by the researcher via the Nelson Mandela 
Metropolitan University survey and tool service and the data from respondents were 
automatically stocked in a database offered by the staff portal and were easily 
accessible at any time. 
 
4.6 SELECTION OF SAMPLE AND AREA 
 
Sampling procedures are ways of selecting a small number of units from the targeted 
population to allow researchers to make reliable inferences about the nature of that 
population (Cooper & Schindler, 2006: 402). Sampling takes place where only part of 
the population (n) is researched. Their results are presumed to be indicative of the 
population’s results. 
According to Daniel and Gates (2008: 334), the major alternative sampling methods 
can be grouped under two headings: probability sampling method and non-
probability sampling methods. 
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4.6.1 Probability sampling 
 
According to Doherty (1994:21), it is important that every element of the population 
has a known chance of being selected, and that it is possible to calculate the 
probability of selecting the final sample. 
Cochran (1963:63) also supports that with probability sampling, a measure of 
sampling variation can be obtained objectively from the sample itself. 
The methods of probability sampling from which researchers can choose include 
simple, stratified, systematic and cluster. These vary in the random composition of 
the resulting sample. They also vary in their complexity and the time and effort it will 
take to construct a sample. Sometimes researchers may decide to use the services 
of a commercial provider (Kolb 2008: 183). 
 
4.6.2 Non-probability sampling  
 
Non-probability sampling or judgment sampling depends on subjective judgment. 
Salant (2000: 62) states that the nonprobability method of sampling is a process 
where probabilities cannot be assigned to the units objectively, and hence it 
becomes difficult to determine the reliability of the sample results in terms of 
probability. 
Salkind (2010: 922) reports that non-probability sampling is carried out where those 
chosen in the sample do not know if they are representative of the sample or not. In 
some instances, the researcher does have sufficient information about the 
population to undertake probability sampling. The researcher might not even know 
who or how many people or events make up the population. 
Non-probability methods include judgment, quota and convenience, where each 
potential subject does not have the same probability of being included (Kolb 2008: 
192). 
 
4.6.2.1 Internet-based survey 
 
Web surveys are gaining in popularity as they allow researchers to obtain large 
amounts of data without hiring interviewers or paying for paper and postage. 
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Additionally, web surveys allow data to be collected and downloaded into statistical 
software without additional data entry (Witt 1998:15).  
Web surveys also possess a number of limitations. According to Couper (2000:464), 
participants may tune out of the survey and base their responses on the visual effect 
and entertainment value of the instrument. 
 
After consideration of the above noted benefits and potential limitations of utilizing 
web surveys for empirical research, the researcher determined that sufficient 
controls were in place to negate the potential difficulties and elected to utilize a web- 
based survey format. For the purpose of the study a non-probability method was 
adopted with the snowball sampling technique. The process began by the creation of 
a mailing list of small businesses from an existing database of registered businesses 
in the Nelson Mandela Bay area which were accessible through the website of the 
“Nelson Mandela Bay Chamber of Commerce” (www.nmbbusinesschamber.co.za). 
The Nelson Mandela Bay Chamber of Commerce’s website organises businesses 
according to a sector of activity with no consideration for the size of the business. 
The exercise, therefore, was to group all businesses that were not corporate; 
international companies, multinational, franchising, banks, public companies etc. At 
the end of the process the remaining companies were considered as small 
businesses and their contact emails were recorded in a mailing list which 
represented the population frame of small businesses in the Nelson Mandela Bay 
Area. In addition, a list of 400 registered and non-registered small businesses was 
obtained from the Nelson Mandela bay Municipality. The list contained the phone 
numbers and names of businesses as well as contact person names. The task 
included phoning the businesses and briefly explaining the study and requesting the 
email address of the company.  After potential small businesses were identified, 
emails were sent to their different addresses with a cover letter explaining the 
purpose of the study and including an internet link directing them to the online 
questionnaire. The cover letter was also a means for the researcher to address small 
businesses owners and/or managers to spread the questionnaire by forwarding the 
email to other small businesses in their networks. 
 
4.6.3 Sampling size and response rate  
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As mentioned in 4.6.2.1, the internet-based survey was used to distribute the 
questionnaire. Han and Liu (2009: 105), citing Sekaran acknowledge that sample 
sizes larger than 30 and smaller than 500 are suitable for most research. For the 
purpose of this research the proposed sample size was to obtain a minimum of 30 
small business respondents to a maximum of 80. Eybers (2010:138), citing Hair et 
al. (2006:740) says that sample sizes usually vary from 200 to 400 for models with 
10 to 15 indicators. In this study 36 respondents were obtained from a population of 
200 small businesses listed from the Nelson Mandela Bay Chamber of Commerce 
and the Nelson Mandela bay Municipality. 
 
4.6.4 Data analysis  
 
The quantitative analysis with descriptive statistics method was applied for this 
study. Descriptive analysis refers to the transformation of raw data into a form that 
will make them easy to understand and interpret. Describing responses or 
observations is typically the first form of analysis. Calculating average, frequency 
distributions and percentage distributions are the most common ways of 
summarising data (Zikmund 2003: 473). Hardie (2006: 72) citing Cozby (1993) and 
Dane (1990) supports that descriptive statistics include finding measures of central 
tendency as well as measures of variation or spread. 
 
4.6.4.1 Measures of Central tendency 
 
Measures of central tendency describe how the data cluster together around a 
central point. Eysenck (2004: 8) illustrates that there are three measures of central 
tendency; namely, the arithmetic mean, median and mode. 
 
  The mean in each group or condition is calculated by adding up all the scores 
in a given condition, and then dividing by the number of participants in that 
condition. 
 The median is also known as another way of describing the general level of 
performance in each condition. If there is an odd number of scores, then the 
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median is simply the middle score, having an equal number of scores higher 
and lower than it. 
 The mode is simply the most frequently occurring score. 
4.6.4.2 Measures of dispersion 
 
Eysenck (2004:11) states that it is also useful to work out what are known as 
measures of dispersion, such as the range, the variation ration and the standard 
deviation. These measures indicate whether the scores in a given condition are 
similar to each other or whether they are spread out. Zikmund (2003: 408) also 
agrees that there are several measures of dispersion.  
 
 The Range is the distance between the smallest and the largest values of a 
frequency distribution. 
 A quantitative index of a distribution’s spread or variability is known as the 
Standard Deviation and also the square root of the variance. 
 The variance is a measure of variability or dispersion. The square root is the 
standard deviation.  
 
4.7 CONCLUSION 
 
The research methodology and design used in this study were chosen on the basis 
of the aims and purpose of this research. All main aspects such as the type of 
research used, the data collection method, the sampling selection and data analysis 
were discussed. A quantitative analysis-descriptive statistical method was used in 
this research. The questionnaire was well structured and included a closed-ended 
question with multiple-choice, dichotomous and rating scale questions. 
Through the use of a non-probability method with the snowball technique, the 
researcher obtained a sample of 36 small business respondents from a sample 
population of 200. The data obtained went through preparation with the help of the 
Nelson Mandela Metropolitan University Statistics Department. After careful editing, 
coding and capture of data were done, descriptive analysis was applied with special 
attention to measures of central tendency. The results obtained are reported and 
discussed in chapter 5. 
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CHAPTER 5: 
RESULTS AND ANALYSIS OF THE EMPIRICAL STUDY 
 
5.1 INTRODUCTION 
 
Chapter 4 aimed at showing the research design and methodology used to conduct 
this study. In this chapter, the researcher presents the findings of the empirical study 
through statistical analysis of the data obtained from the survey questionnaire 
addressed to a sample of small business owners and/or managers in the Nelson 
Mandela Bay area. The aim of this chapter is to address the second part of the sub-
problem as: 
 
“To undertake an empirical investigation in order to demonstrate the response of 
small businesses to the global financial crisis” 
 
This chapter first presents the response rate of the survey followed by an analysis of 
the results of the empirical study. The findings of the empirical study will be 
discussed in three sections: 
 
Section A: Demographic information of respondents and business details. 
Section B: Possible effects of the crisis on small business interviewed. 
Section C: The response of small businesses to the crisis. 
 
The researcher will use Microsoft Excel software to analyse the data to achieve 
meaningful results. The results are presented in a visualized format. 
  
5.2 RESPONSE RATE 
 
An internet-based survey was used in order to distribute the questionnaire to the 
selected 200 small businesses. These businesses were obtained and screened from 
the Nelson Mandela Bay Chamber of Commerce and the Nelson Mandela bay 
Municipality.  Ultimately, the invitation for participating in the study was sent out to 
200 SMEs by email on the 31 March 2014.The questionnaire was sent with a cover 
letter explaining the purpose of the study and indicating the 31 May 2014 as the 
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deadline to complete the questionnaire online and also that this study was only 
aimed at small businesses. The questionnaire also invited respondents to forward 
the e-mail to any other small business they might know. The final number of returned 
questionnaires was 36, which resulted in a response rate of 18%. Table 5.1 gives a 
more detailed breakdown of the response rate result. 
     
Table 5.1 Response rate 
 
 Number of respondents 
Number of questionnaires mailed 200 
Number of questionnaires returned 36 
Usable questionnaires returned 36 
Response Rate 18% 
                   Source: Results obtained from the analysis of the empirical research 
 
 
5.3 RESULTS OF THE BIOGRAPHICAL DATA 
 
Section A of the questionnaire (See Annexure) was the biographical data from the 
respondents. It included information about the business and respondents’ details 
such as company sector, position of the respondent within the company, level of 
qualification, age of the company, number of people employed by the company, 
respondent ethnic background. It helped to define the sample’s characteristics. 
 
5.3.1 Business sector 
 
Question 2.1 in the questionnaire, asked, “What is the type of your business?” This 
question is answered in Table 5.2. Results are shown in the frequency distribution of 
the business industry. 
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Table 5.2 Business sector 
 
Business Sector Frequency(N=36) Percentage (%) 
Manufacturing 7 19.4 
Retail/motor/repair services 1 2.8 
Education/Training 2 5.6 
Catering/ Accommodation 3 8.3 
Finance/Business services 7 19.4 
Other 16 44.4 
Total 36 100 
Source: Results of empirical research  
 
In Table 5.2, results obtained from a total number of 36 respondents can be divided 
into two categories. Percentages higher than 15% illustrated the most represented 
sectors in the study and those lower than 15% illustrated the sectors less 
represented. 
The business sector with largest proportion of companies was as follows: 
 
 19.4% in Manufacturing 
 19.4% in Finance and Business services 
 44.4% in other unlisted sectors  
 
Sectors that were less well represented were as follows: 
 
 2.8% Retail, motor and repair services 
 5.6% Education and training 
 8.3% Catering and accommodation 
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5.3.2 Respondent position in the Business 
 
The question to be answered in the analysis was; “What is your position within the 
business?” Figure 5.1 shows the results obtained from respondents. 
 
Figure 5.1 Respondent’s position in the business 
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Source: Results of empirical research  
 
Figure 5.1 shows that in a total of 36 respondents, the highest percentage (44.4%) of 
respondents were owners of the company, followed by (27.8%) that were managing 
the business, (22.2%) that were occupying both position of owner and manager and 
(5.6%) that were occupying other positions within the business.  
 
These results answer the objectives of the study, as mostly managers and owners 
responded to the general question of how they dealt with the financial crisis within 
their business. 
 
5.3.3 Education level  
 
The question to be answered in this analysis was, “What level of qualification do you 
have?” Table 5.3 shows the results obtained from the respondents. 
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Table 5.3 Education level 
 
Academic qualifications  Frequency(N=36) Percentage (%) 
Matric 11 30.6 
Diploma 8 22.2 
Degree 14 38.9 
Other 3 8.3 
Total 36 100 
Source: Results from empirical research  
 
Table 5.3 shows that in a total of 36 respondents, (61.1%) respondents obtained 
either a degree or a national diploma against a combined (38.9%) that obtained a 
matric or less. 
This can be interpreted as showing the ability of respondents to understand the 
research questions since most of them held an academic qualification. 
 
5.3.4 Respondent ethnic background 
 
The question be answered in this analysis was, “What is your ethnic background?” 
Table 5.4 shows the results obtained from the respondents. 
 
Table 5.4 Ethnic background 
 
Ethnic background Frequency(N=36) Percentage (%) 
White 21 58.3 
African 13 36.1 
Coloured 2 5.6 
Total 36 100 
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Source: Results of empirical research 
 
Table 5.4 shows that in a total of 36 respondents, a majority (58.3%) were White 
followed by (36.1%)  African and (5.6%) coloured.  
 
5.3.5 Age of business 
 
The question to be answered in this analysis was, “How old is your business?” 
Figure 5.2 shows the results obtained from the respondents. 
 
Figure 5.2 Age of business 
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Source: Results of empirical research 
 
Figure 5.2 shows the business age interpreted in the following way: 
 
 25% between 0-3 years  
 41.6% between 4-9 years  
 19.5% between 10-20 years  
 13.9% more than 21 years  
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The results shown in Figure 5.2 suggest that most small businesses interviewed 
have been in business for more than 4 years and can be considered as mature 
businesses. This shows that most businesses interviewed have experienced the 
negative or positive effects of the global financial crisis of 2007-2008. 
 
5.3.6 Number of people employed  
 
The question to be answered in this analysis was, “How many people does the 
business employ?” Figure 5.3 shows the results obtained from the respondents 
 
Figure 5.3 Number of employees 
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Source: Results of empirical research 
 
Figure 5.3 shows the number of people employed by the 36 respondents. 
 
 69.4% employed less 10 employees 
 11.1% employed between 11-20 employees  
 8.3% employed between 21-50 employees 
 2.8% employed between 51- 100 employees 
 8.3% employed more than 100 and fewer than 200 employees  
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The results shown above are representative of the quantitative definition of small 
business in South Africa. Most respondents have a business organisation of fewer 
than 10 employees. This shows that there could be a level of involvement of each 
employee in running the business. 
 
5.4 RESULTS OF THE QUESTIONNAIRE MEASURING THE POSSIBLE IMPACT 
OF THE FINANCIAL CRISIS ON BUSINESSES INTERVIEWED  
 
This section of the study highlights the impact that the global financial crisis could 
possibly have had on small business. 
 
5.4.1 Impact of global financial crisis on the business 
 
The question to be answered in this analysis was, “Has your business been affected 
in any way by the global financial crisis of 2007-2008?” Figure 5.4 shows the results 
obtained from the respondents. 
 
Figure 5.4 Impact of global crisis on Business 
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Source: Results of empirical research 
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Figure 5.4 shows that in total of 36 respondents, a majority of (66.7%) responded 
“Yes” to question of an impact of global crisis to their business, (30.6%) said the 
crisis had no impact on their business and (2.8%) were unsure.  
These results can be associated with the findings of figure 5.2, the majority of 
businesses interviewed had been operating for more than 4 years.  These 
businesses would therefore have been more likely to experience the impact of the 
global crisis of 2007-2008. A significant percentage also showed that some 
businesses were not impacted by the crisis. This could be explained by their years of 
existence in the market. These could be businesses that have been operating for 
less than 3 years. 
 
5.4.2 Nature of impact 
 
The question to be answered in this analysis was, “What impact has the global 
recession had on your business since October 2008?” Table 5.5 shows the results 
obtained from the respondents. 
 
Table 5.5 Nature of the impact on the business 
 
Question response option Frequency(N=36) Percentage (%) 
Significant negative impact 12 33.3 
Slight negative impact 11 30.6 
Significant positive impact 2 5.6 
No impact 11 30.6 
Total 36 100 
Source: Results on empirical research 
 
Table 5.5 shows that in a total of 36 respondents, a combined majority of (63.6%) felt 
a significant or a slightly negative impact because of the global financial crisis. A 
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considerable number respondent (30.6%) felt no impact and (5.6%) said they felt a 
significantly positive impact. 
A majority of respondents felt an impact of the global financial crisis in their 
businesses. Most companies experienced a significantly negative impact due, 
possibly, to the structure or nature of their business whereas others only felt a 
slightly negative impact.  As mentioned in 5.4.2 the explanation for the companies 
that did not experience any impact could be their young age in operation. It is 
therefore clear the impact of the global financial crisis affected small businesses. 
 
5.4.3 Lowest point of business operation 
 
The question to be answered in this analysis was; “After the crisis impacted your 
company, when did the company reach its lowest point?” Table 5.6 shows the results 
obtained from the respondents. 
 
Table 5.6 Lowest point of business operation 
 
Period Frequency(N=36) Percentage (%) 
Jan-March 2009 4 11.1 
April-June 2009 4 11.1 
July-Sept 2009 3 8.3 
Oct-Dec 2009 2 5.6 
First half of 2010 2 5.6 
Latter half of 2010 5 13.9 
From Jan 2011 2 5.6 
Not sure 14 38.9 
Total 36 100 
Source: Results of empirical research  
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Table 5.6 shows the results obtained from a total of 36 respondents. For the purpose 
of clarity in the explanation, certain periods were combined.  
 Businesses that reached their lowest operation level during the first and 
second quarter of 2009 had a proportion of (36.1%). 
 Business that reached their lowest operation level during first and first quarter 
of 2010 and first quarter of 2011 had a proportion of (26.1%). 
 (38.9%) of respondents were not sure of when exactly they business reached 
the lowest operation level. 
 
 
This results show that a significant number of respondents felt a decline in their 
production during the first and first quarters of 2009. The empirical results of this 
analysis are supported by the findings of Padayachee (2010: 2) who also reports in 
his study that in South Africa, there was a decline in manufacturing output in the first 
quarter of 2009 by 6.8% relative to the previous quarter, while mining production 
declined by 12.8 percent over the same period.  
 
5.4.4 Point of recovery in sales  
 
The question to be answered in this analysis was, “When did your business’s sales 
recover to pre-financial crisis level (the state in which your company was before the 
crisis?”) Table 5.7 shows the results obtained from the respondents. 
 
Table 5.7 Point of recovery in sales 
 
Period  Frequency (N=36) Percentage (%) 
April-December 2009 1 2.8 
First half of 2010 3 8.3 
Latter half of 2010 7 19.4 
First half of 2011 7 19.4 
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Not sure  18 50.1 
Total  36 100 
Source: Results from empirical research 
 
Table 5.7 shows results obtained from a total of 36 respondents on their opinion 
about the recovery point of their business to pre-financial crisis levels. For the 
purpose of clarity in the explanation, certain periods were combined. 
 
 A significant number (38.8%) of respondents estimated that their businesses 
started to recover from the second quarter of 2010 and first quarter of 2011. 
 This is followed by (11.1%) of respondents who estimated that their 
businesses started to recover from the second quarter of 2009 and the first 
quarter of 2010. 
 A majority of respondents (50.1%) said that they were not sure when their 
businesses started to recover. 
 
5.5 RESULTS OF THE QUESTIONNAIRE MEASURING THE RESPONSE OF 
SMALL BUSINESS TO THE GLOBAL FINANCIAL CRISIS 
 
This section of the study will give insight into the possible measures that businesses 
interviewed took to survive the global financial crisis.  
 
5.5.1 Measures adopted to increase or maintain performance during the global 
crisis 
 
The question to be answered in this analysis was, “What measures has your 
business taken to increase or maintain performance since the start of the crisis in 
2008? (Please select all that apply)” Table 5.8 shows the results obtained from the 
respondents. 
 
Table 5.8 Small business response to the global crisis 
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Option 
number 
Measures adopted by Small businesses Percent of Cases % 
1 Cancellation or postponement of new investment 
/facility investment 
13.9 
2 Downsizing of existing business 8.3 
3 Increased efficiency through management 33.3 
4 Increased hours of work for manager/owner 16.7 
5 Employment adjustments(employ only the people 
needed) 
36.1 
6 Reduction in days /hours for sales and operations 11.1 
7 Rise in sales price 11.1 
8 Reduction in sales price 16.7 
9 Reduction in costs through improved efficiency in 
production and sales 
22.2 
10 Expansion of the range of low price 
product/service 
5.6 
11 Adjustments to wages and benefits 8.3 
12 No measures were taken 19.4 
13 Other measures 25 
Source: Results of the empirical research  
 
Table 5.8 presents the principal measures that small business owners/managers 
adopted during the global financial crisis. These results represent the percentages of 
cases that were selected the most.  Relying on these values, the researcher will 
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focus on measures taken with a percentage over 20%. Therefore the most frequent 
measures that small business owners/managers adopted were: 
 
 Employment adjustments (employ only the people needed) (36.1%) 
 Increased in efficiency through management (33.3%) 
 Reduction in costs through improved efficiency in production and sales 
(22.2%) 
 Other measures (25%) 
 
These figures might not be exactly representative of the sample but they still remain 
pertinent information that can be analysed in order to understand the behaviour of 
small business owner/manager during a financial crisis. 
 
5.5.2 Reasons for not adopting measures 
 
The question to be answered in this analysis was, “If your business did not take any 
measure, what were the reasons?” Table 5.9 shows the results obtained from the 
respondents. 
 
Table 5.9 Reasons for not adopting reactive measures 
 
Reasons Frequency (N=36) Percentage 
Nature of the business 2 5.6 
Proper Planning and strategy 8 22.2 
Impact is expected but not yet realized 2 5.6 
Other 24 66.6 
Total 36 100 
Source: Results of the empirical research  
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According to Table 5.9 above, the businesses that did not adopt a reactive measure 
to the global financial crisis gave the following reasons: 
 
 Proper planning and strategy (22.2%) 
 Other measures (66.6%) 
 Nature of the business (5.6%) 
 Impact is expected but not yet realized (5.6%) 
 
In the previous section a percentage of respondents said that no measures had been 
taken during the financial crisis. These results show the reasons why some business 
owners/managers might have opted to not react to the global crisis at that time. The 
majority of respondents chose “Other” as this proportion might be the respondents 
who took measures in the previous question. The following significant percentage 
was those who did not react because of proper planning and strategy in their 
business. 
 
5.5.3 External aid in order to respond to global financial crisis 
 
The question to be answered in this analysis was, “To what extent do you believe the 
following external facilities adequately helped your business in responding to the 
crisis at that time? (Check all that apply)” This particular question was aimed at 
measuring the perception of small business owners/managers on the external aid 
that small business received during that time of crisis. Different external facilities 
were provided and respondents had to rate their level of satisfaction with a five-point 
Likert-scale.  
 
(a) External facility 1 
 
Respondents had to answer on their level of satisfaction with the help provided by 
“Local lending facilities”. Table 5.10 shows results from a very dissatisfied 
respondent to a very satisfied respondent. 
 
Table 5.10 External facility 1(N=36) 
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 Very 
dissatisfied 
Dissatisfied  Neutral  Satisfied  Very 
satisfied  
Number of 
respondents  
19 1 13 3 0 
Percentage 
(%) 
52.8 2.8 36.1 8.3 0 
Source: Results of the empirical research 
 
For the purpose of clarity, certain percentages were combined in the results. 
Therefore Table 5.10 reports that from the sample of 36 small businesses:  
 
 55.6 % were dissatisfied with the help provided by local lending facilities. 
 In the other hand 8.3 % were satisfied with the help they obtained from local 
lending facilities. 
 36.1 % of respondents had a neutral opinion on this subject. 
 
These results show that a significant number of respondents were dissatisfied with 
the assistance they received from local lending facilities. This could imply that local 
lending facilities failed to achieve their primary objective which was to support SMEs 
lending during the period of the financial and economic crisis and beyond. This could 
explain why some business owner/managers adopted the reduction in costs through 
improved efficiency or production and sales. 
 
(b) External facility 2 
 
Respondents had to answer on their level of satisfaction with the help provided by 
“development lending facility”. Table 5.11 shows results from a very dissatisfied 
respondent to a very satisfied respondent. 
 
Table 5.11 External facility 2 (N=36) 
 
 Very Dissatisfied  Neutral  Satisfied  Very 
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dissatisfied  satisfied  
Number of 
respondents  
22 6 7 1 0 
Percentage 
(%) 
61.1 16.7 19.4 2.8 0 
Source: Results of the empirical research  
 
For the purpose of clarity, certain percentages were combined in the results. 
Therefore Table 5.11 shows that from the sample of 36 small businesses: 
 
 77.8 % of the respondents were dissatisfied with the assistance they received 
from “development lending facilities”.  
 2.8 % of the respondents said that they were satisfied with the assistance 
received. 
 19.4 % of the respondents had a neutral point of view about this subject. 
 
These results show that a significant percentage of respondents were dissatisfied 
with the level of assistance they obtained from development lending facilities. 
Development lending facilities can be seen as small enterprises development 
agencies that aim at supporting SMEs in order to have a greater impact in 
stimulating job creation (Mthente Research and consulting 2012:1). The results 
shown on this analysis could explain the reason why some business 
owner/managers chose employment adjustment as a way to respond to the crisis. 
The lack of assistance in training and guidance could have led business 
owners/managers to hire only the right people they needed for the job.  
 
(c) External facility 3  
 
Respondents had to answer on their level of satisfaction with the help provided by 
“Stock Exchange, Junior Stock Exchange”. Table 5.12 shows results from a very 
dissatisfied respondent to a very satisfied respondent. 
 
Table 5.12 External facility 3 (N=36) 
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 Very 
dissatisfied  
Dissatisfied  Neutral  Satisfied  Very 
dissatisfied 
Number of 
respondents 
9 3 23 1 0 
Percentage 
(%) 
25 8.3 63.9 2.8 0 
Source: Results of empirical research  
 
For the purpose of clarity, certain percentages were combined in the results. 
Therefore Table 5.12 shows that from the sample of 36 small businesses: 
 
  A majority of 63.9 % of respondents selected neutral. 
 33.3 % of respondents were dissatisfied with the assistance that “Junior Stock 
Exchange” provided. 
 2.8 % of respondents were satisfied with the assistance provided by “Junior 
Stock Exchange”. 
 
This results show that a significant number of respondents were dissatisfied with the 
assistance provided by stock “Exchange and Junior Stock Exchange”.  This could 
mean that they did not receive enough external investment in their business. The 
lack of investment could influence their ability to adequately respond to a financial 
crisis. The majority of respondents however, did not have an opinion on the 
assistance that they might have received by this facility. This could imply that many 
small businesses are not properly registered to benefit from such external facilities.  
 
(d) External facility 4 
 
Respondents had to answer on their level of satisfaction with the help provided by 
“Business assistance and support facilities”. Table 5.13 shows results from a very 
dissatisfied respondent to a very satisfied respondent. 
 
Table 5.13 External facility 4 (N=36) 
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 Very 
dissatisfied  
Dissatisfied  Neutral Satisfied  Very 
satisfied  
Number of 
respondents 
8 4 9 9 6 
Percentage 
(%) 
22.2 11.1 25 25 16.7 
Source: Results of empirical research  
 
For the purpose of clarity, certain percentages were combined in the results. 
Therefore Table 5.13 shows that from the sample of 36 small businesses: 
 
 41.7% of respondents were satisfied with the help provided by “business 
assistance and support agencies”. 
 33.3% of respondents were dissatisfied with the help provided by these 
agencies. 
 However the percentage of respondents who selected neutral is high, 25%. It 
creates a sense of confusion for the researcher as it makes it difficult to 
assess the exact level of satisfaction. 
 
This results show that there is a significant number of respondents who were 
satisfied with the assistance they received from Business support facilities. This 
could mean that owners/managers might have received a proper no cost, one-on-
one, long term professional business advice from the business supports. This could 
also explain why most managers responded to the crisis by increasing efficiency 
through management. However a number of respondents were not satisfied with the 
level of assistance that the business support facilities provided. This means that 
there is still a lot to be done in order to support adequately SMEs in times of crisis.  
 
(e) External facility 5 
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Respondents had to answer on their level of satisfaction with the help provided by 
“Local government”. Table 5.14 shows results from a very dissatisfied respondent to 
a very satisfied respondent. 
 
Table 5.14 External facility 5 (N=36) 
 
 Very 
dissatisfied 
Dissatisfied  Neutral  Satisfied  Very 
satisfied  
Number of 
respondents 
22 7 3 2 2 
Percentage 
(%) 
61.1 19.4 8.3 5.6 5.6 
Source: Results of empirical research  
 
For the purpose of clarity, certain percentages were combined in the results. 
Therefore Table 5.14 shows that from the sample of 36 small businesses: 
 
 80.5 % of respondents were not satisfied with the help provided by local 
government organisations in order to support SMEs during the crisis. 
 11.2 % said they were satisfied with the help they received. 
 8.3 % had a neutral opinion regarding their level of satisfaction with this 
external facility. 
 
A large percentage of respondents were unhappy with the help they obtained from 
local governments during the crisis. This could mean that small business 
owners/managers feel their business did not receive the right exposure from local 
government. From the results obtained, a small percentage were satisfied with the 
support of local governments. This implies that the facilities designed to help SMEs 
exist, however there is still a large number of businesses that are unfortunately not 
benefiting from them. 
 
(f) External facility 6 
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Respondents had to answer on their level of satisfaction with the help provided by 
“Public security services”. Table 5.15 shows results from a very dissatisfied 
respondent to a very satisfied respondent. 
 
Table 5.15 External facility 6 (N=36) 
 
 Very 
dissatisfied  
Dissatisfied  Neutral Satisfied  Very 
satisfied  
Number of 
respondents  
11 7 18 0 0 
Percentage 
(%) 
30.6 19.4 50 0 0 
Source: Results of empirical research  
 
For the purpose of clarity, certain percentages were combined in the results. 
Therefore Table 5.15 shows that from the sample of 36 small businesses: 
 
 50 % of respondents had a neutral opinion on the support provided by the 
“public security services”. 
 50% of respondents were dissatisfied with the support received from this 
facility. 
 
The results shown from above can be confusing for the researcher as it is not clear 
what the perception of respondents was. A percentage of respondents were neutral 
on the question asked. This could mean that small business owners/managers had 
never used public security services in order to preserve their data. However a 
significant number of responded answered dissatisfied to the question asked. This 
could imply that public security services provided at that time was not adequate for 
the needs of their business.  
 
(g) External facility 7 
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Respondents had to answer on their level of satisfaction with the help provided by 
“Private security services”. Table 5.16 shows results from a very dissatisfied 
respondent to a very satisfied respondent. 
 
Table 5.16 External facility 7 (N=36) 
 
 Very 
dissatisfied  
Dissatisfied  Neutral Satisfied  Very 
satisfied  
Number of 
respondents  
11 1 21 2 1 
Percentage 
(%) 
30.6 2.8 58.3 5.6 2.8 
Source: Results of empirical research  
 
For the purpose of clarity, certain percentages were combined in the results. 
Therefore Table 5.16 shows that from the sample of 36 small businesses: 
 
 58.3 % of respondents had a neutral opinion on the level of satisfaction with 
regard to the assistance received from private security services. 
 33.4 % of respondents were dissatisfied with the assistance provided by 
private security services. 
 8.4 % of respondents were satisfied with the assistance they obtained. 
 
The results shown above are similar to those from (f). The majority of respondents 
have no opinion on the assistance they received from private security services. This 
could mean that most small business owner/managers do not use backing of data as 
a strategy to their business.  
 
5.6 CONCLUSION 
 
The purpose of this chapter was to analyse and present the research findings. 
Firstly, the questions relating to biographical information were discussed. Secondly, 
the possible impact of the global financial crisis on small businesses was discussed. 
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Finally, the response and measures that small business owner/managers adopted 
during the period of crisis were discussed.  
 
From the analysis of the research results, with regard to the impact of the global 
financial crisis, the results were not surprising.  The majority of businesses 
interviewed were negatively affected by the effect of the global financial crisis. This is 
a trend that was noticed in most business industries and sectors. As per the main 
objective of this study, small businesses responded to the global financial crisis with 
mainly the resources that were available. The overall respondents’ answers showed 
a high level of dissatisfaction with the external facilities designed to assist them in 
times of crisis. This led most business owners/managers to respond to the global 
financial crisis by adopting easy, fast, and cost-effective methods to survive the 
financial crisis. 
The next chapter will present a synopsis of the study followed by conclusions and 
recommendations. 
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CHAPTER 6 
 
SYNOPSIS, CONCLUSIONS AND RECOMMENDATIONS 
 
6.1 INTRODUCTION 
 
The main objective of this research was to determine the response in the Nelson 
Mandela Bay area of small business to the global financial crisis. This was discussed 
in previous chapters from both the literature review and the empirical study. The 
purpose of chapter 6 is to present the synopsis, conclusion and recommendations of 
the research, based on the findings from preceding chapters. Finally limitations of 
the research will be discussed and suggestions for future research presented. 
 
6.2 SYNOPSIS OF THE STUDY 
 
For many governments, 2008 marks the beginning of the global economic crisis that 
caused the collapse of a number of financial institutions and large organisations. 
Literature from many sources shows how severe and wild spread the effects of the 
global financial crisis were. A large number of sectors and industries were also 
impacted by the crisis. Previous research has shown difficulties experienced by 
SMEs to obtain finances, to achieve growth and development under normal 
circumstances. The collapse of financial institutions and sometimes larger firms that 
they supplied made it difficult for small businesses to survive. For this reasons the 
aim of this study was to investigate the measures that small business 
owners/managers adopted to respond to the global financial crisis. 
 
As stated in chapter 1, the motivation of this study was to determine the response of 
small business to the global financial crisis in the Nelson Mandela Bay area. To the 
address the main problem of this research, the following sub-problems were 
addressed: 
 
 What does the literature review say about the contribution of small enterprises 
from a global and South African point of view? 
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 What were the implications of the global financial crisis? 
 How did small businesses in Nelson Mandela Bay Area respond to the global 
crisis? 
 
In order to address the problem and sub-problem of the study, the following 
objectives were formulated: 
 
 To conduct a theoretical investigation into the importance of small businesses 
in any economy. 
 To identify the implication of the global financial crisis on operational areas of 
small businesses. 
 To undertake an empirical investigation in order to demonstrate the response 
of small businesses to the global financial crisis. 
  To propose recommendations to help small businesses achieve economic 
growth. 
 
Chapter 2 of this study was mainly based upon the small business sector. It briefly 
gave a definition and characteristics of small businesses in South Africa as well as 
their nature. This chapter also addressed the first objective of the study which was 
the importance of the small business sector in society and the key role played in the 
economy of a country. Finally challenges experienced by small businesses were 
presented. 
 
The second objective of this research was discussed in chapter 3. The literature 
showed the origins of the crisis going back to the U.S. mortgage collapse. It also 
provided the causes and explanations of the financial crisis in the U.S.  
Furthermore the literature presented the mechanisms by which the financial crisis 
developed on a global scale. The U.S financial institutions were so globally invested 
that their collapse impacted banks and businesses all over Europe, Asia, South 
America and Africa. 
Moreover, the literature shows a contraction of the South African economy due to the 
effects of the crisis on different sectors and industries. Additionally it also reports that 
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there was a sharp fall in the share of employment in SMEs coinciding with global 
economic crisis. 
 
A comprehensive research design based on the nature of the problem statement and 
research objectives was described in chapter 4. This chapter aimed at addressing 
the third objective. The snowball sampling method was used in order to identify 
respondents for this study research. The data collection method implemented in this 
research was a survey using a questionnaire as the data-gathering technique. A total 
number of 36 questionnaires out of the 200 sent were usable. The response rate 
was 18%. 
 
Chapter 5 presented the findings of the empirical study conducted among a sample 
of small business owners and/or managers in the Nelson Mandela Bay area. Firstly, 
the demographic information pertaining to respondents, as well as the characteristics 
of business were analysed and interpreted. Secondly, the findings regarding the 
impact of the financial crisis on small businesses were analysed and interpreted. 
Finally, the results showing the response of small businesses to the global financial 
crisis were also analysed and interpreted. A number of small business owners and/or 
managers tended to select the following as the best way of responding to the 
financial crisis: 
 
 Employment adjustments (employ only the people needed) (36.1%). 
 Increase in efficiency through management (33.3%). 
 Reduction in costs through improved efficiency in production and sales 
(22.2%). 
 
These measures were adopted by a relatively moderate percentage of respondents. 
They will be discussed and addressed in this chapter. Recommendations to improve 
assistance to SMEs during and beyond times of crisis will also be provided. Thus the 
fourth and last objective will be achieved. 
 
6.3 INTERPRETATION OF THE EMPIRICAL RESULTS AND 
RECOMMENDATIONS 
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The following section will interpret the main decisions and measures taken by small 
business owners and/or managers during the crisis and recommendations beyond 
the crisis will be made. 
 
6.3.1 Employment adjustments (employ only the people needed)  
 
Most small business owners and/or managers responded by using employment 
adjustments as a tool (see Table 5.8). Human resources can be very important for 
any business. Hiring the right people at the right time is an essential exercise. As 
much as having people contributing in the business growth and expansion can be 
beneficial, it can also become highly costly during times of crisis. During periods of 
low sales and low production, owners and/or managers are less attracted to hiring or 
hire only the people needed.  
The empirical study comes in agreement with the literature review regarding the 
decline in employment during the crisis. According to the Business Environment 
Specialists (2013:6), over the past decade, a major change has taken place in the 
distribution of employment across the South African economy. Data from Stats SA 
shows that firms employing fewer than 10 people provided the largest share of 
employment throughout the period surveyed. As the decade progressed, the 10-49 
categories accounted for an increasing share of the total, reaching a high of some 
37% in 2007. At this point, more or less coincident with the global economic crisis, 
the share of employment in these SMEs fell sharply. The Economist Intelligence Unit 
(2009: 6) reports that in a recession, demand drops and companies respond by 
downscaling their operations. Unemployment rises and asset values fall. 
 
In addition to this employment adjustment measure, the following hiring techniques 
were and can also be recommended: 
 
 Employee referrals. This practice of recruiting during an economic crisis is at 
the cost of others than of the business. Referrals produce high quality staff 
and during tight budgets the cost of referral bonuses can be reduced.  
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 Employ contract workers. During a period of economic crisis it is 
recommended to employ contract workers, as this reduces costs related to all 
the benefits involved with permanent employees.  
 Employ interns. College interns are not counted as headcount, are easy to 
recruit and many will work for free during tough economic times. 
 Cut back on service fee agencies and develop internal recruiting teams. 
 Employ individuals that previously worked for the business. Contact people 
who know the business culture and offer them employment.  
 
6.3.2 Increase in efficiency through management  
 
The results of the empirical study show that a significant percentage of owners 
and/or managers responded to the crisis by increasing efficiency through 
management. The explanation for choosing to respond to the crisis in this way might 
be that most respondents interviewed had a fair level of education with a degree and 
also much experience in management of certain owners and/or managers (see 
Table 5.3 and Figure 5.2). According to Scholleova (2012: 91), companies that 
survived during the economic recession had optimized their assets and increased 
the efficiency of financing through active management. Chesbrough and Garman 
(2009: 16) reported that during challenging economic climate, it might be necessary 
for leaders and managers to combine elements from different leadership models, 
including both short and long term-term techniques and strategies.  
 
In addition to increased efficiency through management, Chesbrough and Garman 
(2009: 16) recommended the following techniques to respond to the crisis in 
challenging times: 
 
 Strategic thinking and planning. Planning is not only important for owners, but 
also for middle and junior managers in a system of distributed management. 
Constantly reviewing the business and its abilities, and reinventing the 
company based on available funding, is seen to be a particularly important 
behaviour for management and leadership during difficult financial 
circumstances. 
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 Change management and staff engagement skills. It is important for a 
owner/manager to understand the process that individuals go through when 
change happens and to help people at different stages. Owners/managers 
will also need project management skills since changes can consists of one 
or more projects  
 Financial management. Ensuring budgets are achieved can be seen as a 
critical skill that owners/managers need to have.  
 Performance management. Managing staff performance can be regarded as 
particularly important during a recession, since motivating and getting the 
best from staff can be particularly challenging when they are under pressure. 
 Collaboration and partnership working. Owners and managers must 
recognise the need to develop collaboration in their culture. Partnerships with 
schools, colleges, private providers or clients will be necessary to deliver 
successful solutions.  
 
6.3.3 Reduction in costs through improved efficiency in production and sales 
 
The empirical study shows that there was a percentage of business owners and/or 
managers that responded to crisis by reducing costs through improved efficiency in 
production and sales (see Table 5.8). This is the traditional way most companies 
respond in times of financial difficulties. Literature agrees regarding the method that 
most managers or leaders adopt in order to respond to financial challenges. 
According to Gulati, Nohria and Wohlgezogen (2010: 5) during recession, companies 
reduce costs selectively by focusing more on operational efficiency than do their 
rivals even as they invest in the future by spending in marketing and new asset.  By 
using fewer resources and optimising their use, businesses can become more 
environmentally friendly, competitive and profitable (Europe innova, 2012: 4). Innes 
and Mitchell (2000: 45) affirmed that cost management has to be an ongoing and 
continuous improvement activity within the company so as to enhance profitability 
and survive. 
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In addition to reducing cost through improved efficiency in production and sales, the 
following techniques can be recommended to help reduce costs in period of 
recession: 
 
 Innovation. Finding new ways of manufacturing, bringing new ideas for sales 
comprises innovation. Innovation can enhance how a business conducts day-
to-day operations, increase the rate at which all employees generate ideas for 
new products and services, and facilitate quick and efficient commercialization 
of new products. 
 Kaizen cost management. Khan (2000: 76) noted that this concept originated 
from Japanese words “Kai” meaning “change” and “Zen”, meaning 
“betterment”. It is otherwise called ‘continuous improvement’. Kaizen is thus, a 
continuous process of improvement carried out by the person who is doing 
the job in the day-to-day workplace. It involves everyone, managers and 
worker alike, for ongoing improvements. 
 Enable employees to take their phone wherever they go. Missed calls create 
any number of business challenges, including operational inefficiencies (from 
trying to reach absent colleagues), project delays, missed opportunities and 
lost revenues. An IP communications solution enables a workforce to have 
one phone number that simultaneously rings on multiple devices, greatly 
increasing the chances of being reached on the first try. Workers can access 
their entire communications system wherever they go and can check e-mail, 
voice mail, fax and pages all in one inbox, among other benefits. 
 Reduce unproductive travel time. Any time spent traveling, particularly by 
airplane, can reduce operational efficiency. An IP communications solution 
that offers rich-media conferencing, such as videoconferencing, helps reduce 
the need to travel to offsite meetings and training sessions. The time saved 
from traveling can be better spent on more productive tasks. Also, reducing 
travel saves money. 
 Improve employee retention and satisfaction. To avoid employee frustrations 
and lack of motivation, improve employee ergonomics. By making sure 
employees are satisfied in their place of day-to-day work, the business is 
ensuring efficient operations. 
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 Encourage advance reporting. Jaeger (2012) states that reports help to 
control business with key indicators such as information about the usage of 
network, open tickets and performance issues. 
 
6.4 SUGGESTIONS FOR FURTHER RESEARCH 
 
This research project has been realized despite many limitations. Based on the 
problem of cost, the first limitation to be acknowledged is the sample size (N=36). 
The sample size used in this study was small and reduces the reliability of the 
statistical result. It is recommended that future research on the same or similar 
subject uses a bigger sampling size or number to make the findings more objective 
and reflective of entire population selected. 
 
The researcher also experienced difficulties in finding literature on the response of 
businesses during economic crisis. There is a significant amount of literature about 
how companies behave during times of abundance.  Economic crises have occurred 
many times over the past century. Literature however, reporting on how businesses 
respond to challenging financial times remains scanty. 
 
Another limitation for the researcher was the difficulty in obtaining a proper database 
record of small business in Port Elizabeth. The inability to acquire such a database 
forced the researcher to use information from the Nelson Mandela bay Chamber of 
Commerce. This required the research to arrange the raw data obtained and isolate 
the small companies from the large ones. There should be an official database 
readily available to research students. 
 
Finally, because the scholarship was not issued to the researcher in time the 
conduct of this study was severely limited due to financial constraints. Future 
research must have proper funding which allows the undertaking of this type of work. 
 
6.5 CONCLUSION 
 
Economic recessions lead to change in any business environment. Small businesses 
can choose to survive or come out of the crisis strong by adequately responding to 
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the changes they are faced with. Recessions can offer active businesses a chance 
to overtake their competitors, as long as they read their surroundings correctly, 
incorporate this intelligence into their decisions and execute them well. In this 
research all the objectives were achieved. With the help of literature, the importance 
of small businesses and the impact of the financial crisis in the economy were 
presented. The empirical study allowed the researcher to demonstrate the response 
of small businesses to the global financial crisis and suggest recommendations to 
help react to financial challenges. 
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Annexure A: Cover Letter 
 
Dear Sir/Madam 
  
I am currently conducting a research for a Master degree with regard to Small 
Business (SME) and the Global financial crisis we are still feeling the effects of. I am 
under the supervision of the Department of Entrepreneurship and Management at 
the Nelson Mandela Metropolitan University of Port Elizabeth. 
 
In order to do this I respectfully request you to complete the attached questionnaire 
and send it back to me at your earliest convenience. My deadline is 31 July 2014. 
 
This research aims to determine the response of small business owners and/or 
managers to the global financial crisis and provide recommendations as to better 
face and prepare for major future challenges. 
Please note that the information obtained will remain confidential and will not be 
used for any purpose other than for the reason given above. 
 
 If you know a business that could answer the questionnaire please forward them 
this e-mail. 
  
Thank you for your willingness to contribute to the success of this important research 
project.  
 
 Yours faithfully 
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Annexure B: Questionnaire 
A QUESTIONNAIRE REGARDING THE RESPONSE OF SMALL BUSINESSES TO THE GLOBAL ECONOMIC 
CRISIS 
 
Kindly complete this questionnaire by ticking the empty box next to the correct answer(s). 
 
A. DEMOGRAPHIC INFORMATION 
The following questions provide demographic information about you and your business. 
A.1- What is the type of your business? 
Agriculture  Education/Training  
Manufacturing  Estate/Property agency  
Retail, motor industry and 
repair services 
 Catering, accommodation 
and other trade 
 
Wholesale trade, 
commercial agents and 
allied services 
 Finance and business 
services 
 
Other (please specify)   
 
 
A.2- What is your position within the business? 
 
Owner  
Manager   
Both  
Other (please specify)   
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A.3- What qualification do you have? 
 
Less than Matric  
Matric level  
Diploma  
Degree  
Other (please specify)   
 
 
A.4- How old is your business? 
 
0-3 years  10-12 years  21 years +  
4-6 years  13-15 years  
7-9 years  16-20 years  
 
A.5- How many people does the business employ? 
 
0-10  51-100  
11-20  101-150  
21-50  151-200  
 
A.6- What is your ethnic background? 
 
Asian  
Black   
Coloured   
Indian   
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White  
Other (please specify)   
 
B. Impact of the Global Economic crisis on the Business 
B.1- Has your business been affected by the global financial crisis of 2007-2008? 
Yes   
No  
Don’t know  
 
B.2- What impact has the global recession had on your business since October 2008? 
Significantly negative impact  Slightly positive impact  
Slightly negative impact  No impact  
Significantly positive impact  
 
B.3- After the crisis impacted your company, When did the company reach its lowest point? 
October- December 2008  July- September 2009  Latter half of 2010  
January- March 2009  October- December 2009  From January 2011  
April- June 2009  First half of 2010  Not sure  
 
B.4- When did your business’s sales recover to pre-financial crisis level (the state in which your 
company was before the crisis)? 
October- December 2008  July-September 2009  Latter half of 2010  
January-March 2009  October-December 2009  From January 2011  
April-June 2009  First half of 2010  Not sure  
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C. SMEs response to the economic crisis 
C.1- What measures has your company taken to increase or maintain performance since the start of 
the crisis in 2008 (select all that apply) 
Cancellation or postponement of new investment/ facility investment  
Downsizing of existing Business  
Increased efficiency through management  
Increased hours of work for manager/owner  
Employment Adjustments (employ only the people needed)  
Reduction in days/hours for sales and operations  
Rise in sales price  
Reduction in sales prices  
Reduction in costs through improved efficiency or production and sales  
Expansion of the range of low price products/services  
Adjustments to wages and benefits   
No measures were taken  
Other ( please specify)  
 
C.2- If your business has not taken any measure, what were the reasons? 
Nature of the business  
Proper Planning and strategy   
Impact is expected not yet realised   
Other (please specify)   
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C.3- If your company has negatively been affected by the crisis, what signals have you received to 
suggest this (select all that apply)? 
Decline in local inflows/Sales  
Decline in international inflows/Sales  
Unavailability of credit (working capital)  
Unavailability of credit (Capital project)  
Downsizing of local competition   
Disruption in your supply chains  
Unstable and risky business environment  
Stock price decline  
Other (please specify    
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D. Respondent perception of assistance received during challenging financial times   
 
To what extent do you believe the following external facilities adequately helped your business in 
responding to the crisis at that time? (Check all that apply) 
 
 Extent of Agreement 
Very 
dissatisfied  
Dissatisfied  Neutral  Satisfied  Very 
Dissatisfied  
Local lending facilities      
Development lending 
facilities 
     
Stock exchange, junior 
stock exchange 
     
Business Assistance and 
Support Facilities 
     
Local government       
Public security services      
Private security services       
 
 
 
 
